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e In the Record e 


The Line Between... 


This issue of The Record is almost unique in its attention to 
problems of money and finance in three countries. The 
Board’s Canadian economist discusses that country’s dis- 
covery of the tool of “monetary restraint’ in the light of the 
need and the tool’s possible effectiveness. Another article 
focuses attention on Britain’s current battle with history in 
maintaining its industrial eminence. The problem of measur- 
ing and interpreting our own financial situation is sidelighted 
in the article on the Federal Reserve’s new “‘flow-of-funds” 
accounts. 


More specifically, our business analyst discusses the pros 
and cons of 1956 stability in terms of savers and investors. 
“To the extent that business is more disposed to invest this 
year, it will have somewhat more income to finance the in- 
vestment,”’ he says, but the level of demands by the business, 
personal and government sectors is so high “as to be near the 
point of inflation; and lags in the flow of funds. . . have 
resulted in a persistent call for additional bank credit.” 


The Importance of Facts on Money 


Of course, money and credit play an important role in the 
nation’s economy—just how important it’s perhaps hard to 
say. Yet despite general acknowledgment of this fact, our 
existing broad measures of business activity do not focus 
sharply on financial influences. The Federal Reserve has 
now unveiled a new set of accounts—the “‘flow of funds”— 
which highlights the financial framework underlying the 
nation’s production. These accounts, together with a com- 
parison with the GNP, are discussed in the article beginning 


on page 195. 
e e e 


Riding Britain’s Dilemma 


Although business is booming in Britain, the country is 
faced with a financial crisis. An effective domestic demand has 
gobbled up expanding output, with the result that imports 
have risen twice as fast as exports. This has created a trade 
deficit of £103 million and reduced British gold and dollar 
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holdings to approximately $2 billion, a level regarded as a 
minimum. 

Nuclear energy may ultimately solve Britain’s productivity 
problem, enabling her to have enough exportable products to 
pay for necessary imports of raw materials and food. But 
no immediate help can be expected from that source. Right 
now various tax, monetary and other measures are being ap- 
plied to curb consumption and reduce imports. These 
measures and their probable effects on industrial England 
are described in the article beginning on page 214. 


Money Gets Tighter in Canada 


Canadian monetary developments have usually received 
scant attention even in Canada. Yet Canada’s monetary 
authorities are now attempting to use monetary restraint as 
the principal weapon to head off possible inflationary dangers 
in the economy in 1956. This policy is already beginning to 
make credit more costly and difficult to obtain, and may 
therefore have considerable effects on business decisions and 
economic trends. Why monetary restraint has been intro- 
duced, how it has been applied, and what results it has begun 
to produce are discussed in the article prepared by Tue 
ConFERENCE Boarp’s Canadian economist beginning on 
page 200. 


Illness Insurance Costs on Rise 


Although the proportion of the consumer dollar spent on 
medical care has not varied much, the actual amounts spent 
have almost quadrupled over the past fifteen years. The 
portion of the medical dollar spent on such items as medicine 
and doctors has decreased while the relative amounts spent 
for medical insurance have doubled. As the article starting 
on page 224 points out, the result has been that today three 
out of five Americans are covered by hospitalization, com- 
pared with fewer than one out of ten before World War II. 
At the same time our expenditures for other forms of medical 
insurance have also increased. . . . 


The Savings-Investment Balance 


In billions of dollars, seasonally adjusted annual rates 
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© Gross investment of the business sector in- 
cludes gross private domestic investment 
(residential and nonresidential construction, 
producer durables and change in business 
inventories) plus net foreign investment. 
PERSONAL SECTOR Gross retained earnings include corporate un- 
distributed profits and capital consumption 

allowances. 
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TWO VIEWS OF THE BUSINESS TREND 


A split-vision look at the second half, and some notes 
on the saving-investment balance 


ARLY IN the second quarter, business con- 
ditions were still on an even keel, and, to all 
appearances, still steering skilfully between 

the shoals of inflation and recession. Depending upon 
the individual observer’s intuition and temperament, 
a good case for incipient inflation or recession can 
be made on the evidence of the past four months. 
But on the plain facts of business conditions, the 
conclusion must be that the situation is momentar- 
ily stable, at a level that can leave few businessmen 
disconsolate. 

And it is not only businessmen who can be satisfied 
with 1956 thus far. If this is inflation, consumers 
have yet to feel it in the prices of what they buy. 
If this is recession, wage earners have yet to feel it 
in their incomes. 


THE RISE IN SERVICES 


In the first quarter, gross national product climbed 
slightly above the level in the preceding quarter, 
mainly as a result of a $2-billion increase in personal 
consumption expenditures. In turn, this increase 
was accounted for almost entirely by expenditures® 
for services, which explains the rise in the GNP 
measure of consumption at a time when retail store 
sales have been trending irregularly but noticeably 
downward. 

Among the other components of gross national 
product, there has been little in the way of a sig- 
nificant trend. Federal Government expenditures 
were down slightly, with most of the decline in non- 
defense activities. State and local outlays rose by their 
usual $.5 billion to $1.0 billion per quarter. Con- 
struction activity declined in the first quarter, as it 
did in the fourth quarter, reflecting the falling off of 
residential building activity. Outlays for producer 
durables continued the rise begun early in 1955. And 
the rate of inventory accumulation slowed somewhat 
from the fourth-quarter rate. 

In the main, the more significant components of 
demand were virtually stable in the first quarter of 
1956; the change from the previous quarter repre- 
sents the long postwar uptrend in service outlays, 
and in the population-induced outlays of local gov- 
ernments. However, the rise in gross national prod- 
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uct during the first quarter was attributable in some 
degree to rising prices rather than to any increase 
in output. On average, prices of consumer goods in 
the first quarter were about unchanged from the pre- 
ceding quarter, but prices of finished producer goods, 
and construction costs, were slightly higher. Prices 
of raw materials, which are involved in the valuing 
of inventory change, were also moderately higher. 

In the second quarter, it is altogether possible 
that gross national product will rise moderately 
above the $400-billion mark, although much of the 
rise may again be due to secular drifts in the com- 
ponents and a somewhat higher price level. For the 
first half as a whole, GNP is thus likely to average 
out slightly higher than in the last quarter of 1955. 
This accords with the rough $400 billion-$405 
billion consensus of forecasters reached late in 1955. 
What error was involved in those forecasts seems to 
have been attributable to a less-than-expected in- 
crease in the price level, particularly for consumer 
goods, and a delay in the recovery of residential con- 
struction beyond the date that might have been an- 
ticipated in December. 


THE DROP IN OUTPUT 


The indications of a slightly rising trend during 
the first half of the year, as provided by the gross 
national product, are not, however, borne out by the 
other major indicators of business activity. Indus- 
trial production, after reaching a peak of 144 in De- 
cember, slipped slowly downward into March. Judg- 
ing from the prospective trend of automobile pro- 
duction, a slight further decline is at least possible 
over the next few months. (The Federal Reserve’s 
seasonal adjustments in many durables industries 
are likely to impart an offsetting upward tendency 
to its seasonally adjusted measure. In primary 
metals, for example, the seasonal index calls for a 
decline in production in the second quarter. If these 
industries remain at capacity, the seasonally adjusted 
index will tend to rise. This is another way of saying 
that seasonal adjustments do not work very realistic- 
ally at capacity.) 

Employment, too, declined slowly during the quar- 
ter, with most of the decline in durables manufac- 
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turing industries, where it reflects the decline in 
automotive production. Hours worked in manufac- 
turing industries also subsided, and by March were 
slightly below the level of a year earlier. Manufac- 
turers’ sales and new orders during the quarter ran 
at approximately the levels prevailing since the 
middle of 1955. 


BUT OUTPUT OUTLOOK IS GOOD 


Any consensus on the second-half outlook now 
seems to call for a level of activity higher than in 
the first half. Three principal suppositions support 
this outlook: (1) expected further strength in de- 
mand for plant and equipment; (2) an expected re- 
surgence in the rate of residential construction; and 
(3) expectations of strong demand for 1957-model 
automobiles when they appear on the market late in 
the third quarter or early in the fourth quarter. 

On the last two of these prospective strengths, 
something like an adjustment is in progress. Both 
residential building and automobile assemblies are 
markedly below their average levels of 1955. Hence 
the stability of the first half of this year has been 
called a “straight-line recession” —a heady phrase im- 
plying that even as general business runs sideways, 
significant adjustments in at least these two markets 
are moving toward completion, and preparing the 
way for a new advance. 

As further support for the conclusion that general 
business will be rising in the last half, it might be 
argued that a relatively large increase in average 
hourly earnings is now brewing in the steel industry. 
Settlement in this industry is likely to have reper- 
cussions throughout a large part of the hard-goods 
sector, with a resulting upward influence on the vol- 
ume of personal income. Whatever the longer-term 
consequences may be, the short-term effect of such 
wage increases can certainly be stimulative, particu- 
larly when the gains in income can be parlayed into 
big-ticket purchases through credit. At least, this 
is the evidence provided by postwar history. 

Total outlays of government for goods and serv- 
ices in the last half will also probably be somewhat 
higher than in the first half. State and local expen- 
ditures have been steadily increasing, and there may 
also be a moderate increase in Federal Government 
outlays for defense and farm supports of one kind or 
another. 

A respectable collection of facts and imputations 
thus point to strong demands on output in the sec- 
ond half. As of the middle of April, it was respect- 
able enough to convince the Federal Reserve that 
the situation warranted further credit restraint to 
hold the prospective levels of demand within reach 
of the nation’s physical capacity to produce. At that 
time, the Federal Reserve approved increases in the 
discount rate of 144% for most of the Federal Reserve 


district banks (two banks raised their rates 142% to 
a level of 3%). This was the fifth rise in the dis- 
count rate since the beginning of the 1955-1956 boom, 
and put the rate at the highest level since the dark 
days of 1933. The general cost of borrowing, which 
had been rising prior to the latest hike, has since 
risen further. 

The Federal Reserve’s action in situations of this 
sort is often a two-edged sword. The rise in the 
discount rate makes borrowing more costly, and thus 
persuades the more marginal borrower to give up his 
plans. But it is also true that the FR is now 
widely respected as a seer of the business trend, and 
its action is being interpreted as assurance that the 
boom will strengthen rather than diminish in months 
to come. In this respect, the FR action is like a 
psychological stimulant. While it is still certainly 
too early to tell how these conflicting tendencies will 
work themselves out, the bullish effect of the FR’s 
implied “forecast” in the still somewhat uncertain 
atmosphere of April has been almost as stimulative 
as the increase in money rates has been restrictive. 


INTIMATIONS OF MATURITY 


For those who take their optimism somewhat tem- 
pered, there remains the proposition that this is al- 
ready a fairly mature boom; that the next significant 
change in level of activity may still be down rather 
than up, and that the FR’s latest hike has increased 
this likelihood. As in all decisions affecting credit 
policy, timing is of crucial importance. As to the 
decision to raise the discount rate, it might be ar- 
gued that additional bank demands for funds for 
relatively short-term or speculative purposes (in- 
sstalment purchases, and inventory accumulation) 
are near their fading point anyway. The effect of 
the rate hike then would fall mainly on borrowings 
for construction and capital goods, which are counted 
on to provide the strengths of the second half. 

Business inventories have been in an uptrend for 
five quarters, and will doubtless continue to rise 
in the present quarter. The accumulation has never 
been hectic, and inventory-sales ratios themselves, 
while rising, are not at precarious levels. But inven- 
tory characteristically does not go uphill forever, 
particularly where a large share of the accumulation 
is in anticipation of a definite price increase at a 
definite time in the future. 

A similar consideration applies to the net use of 
funds for instalment borrowing. There is nothing 
about the first half of 1956 which suggests any im- 
portant correction in the level of instalment debt. 
While the automobile market as a whole is consid- 
erably below last year, the credit market is still 
going great guns: about as many new cars are now 
being sold on credit as in early 1955. In so far as the 
automobile market is concerned, it is the cash buyer 
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who has stepped out, not the credit buyer. While 
the cash buyer may step back in when 1957 models 
are presented, it is very possible that the credit buyer 
will not yet be in a position to take off again into 
the blue (or, better, into the red) as he did in 1955. 

Meanwhile, the instalment debt repayment rate 
has climbed steadily toward the extension rate. 
Much of the net repayment of loans by sales finance 
companies over the past several months was made 
possible by the proceeds of long-term issues—a tact 
which somewhat distorts the meaning of the “business 
loans” statistics. But it seems probable that new de- 
mands for funds on the part of these companies will 
not be great in the next six months. 

All this amounts to saying that by April, 1956, 
a very considerable expansion in debt incurred for 
relatively short-term purposes—for carrying inven- 
tory, or buying consumer durables—had already 
taken place. The repayment costs associated with 
this debt have risen even more sharply (because of 
the intervening rise in interest rates) and may well 
be a dampening influence on the business trend in 
the last half. These horses, at least, seem to have 
gotten out of the barn while the FR has been pro- 
gressively closing the door. 

Inserting the present tightness of credit into the 
second-half outlook is a tricky business, partly be- 
cause of the complexities of the money market, and 
partly because Federal Reserve policy itself can 
change readily enough. The new rise in borrowing 
costs has come at a time in the business cycle when 
the main prospective strengths appear to be in fixed 
investment—residential construction, and plant and 
equipment. If general credit tightness is maintained 
for any length of time, it seems bound to have some 
effect, even if only a moderate one, on the cost and 
availability of long-term funds for this investment, 
and to this extent the outlook for the second half 
has been cooled off. To measure the influence of 
credit policy on the second-half outlook the things 
to watch would thus seem to be residential construc- 
tion contract awards and the news, or lack of it, on 
new corporate flotations. 


SAVERS AND INVESTORS 


Because the stability of 1956 has occurred at a 
level close to the limits of credit availability, it may 
also be particularly useful this year to watch busi- 
ness conditions in terms of the balance of saving and 
investment activity (see chart, page 191). 

In the national income and product accounts, sav- 
ing and investment are identical quantities—oppo- 
site sides of the same coin. The mechanism that 
maintains this balance is theoretical, but fairly sim- 
ple. If, at the beginning of a year, savers intend 
to save less than investors plan to invest, total ac- 
tivity and incomes will be driven up, until saving 
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rises to the value of investment. (In the process, 
prices may also rise: in fact, if the expansion begins 
near full employment, it may take a considerable 
price rise to restore the identity.) 

The same procedure operates in the reverse; if 
savers’ intentions exceed investors’ plans, the volume 
of activity and income will fall, until saving drops to 
the level of investment. The ex ante intentions of 
savers and investors can be miles apart; ex post ad- 
justments in the level of business activity will have 
brought saving and investment together. 

However, this identity says little about the pros- 
pective course of demand for bank credit. The iden- 
tity exists only on income and product account, and 
does not reflect the substantial flow of funds (such 
as for purchase and sale of existing assets, or for 
transfer payments) excluded from these accounts.! 
The income and product accounts are also calculated 
on an accrual basis, and frictions and lags in the real 
flow of funds can cause wide swings in the demand 
for credit (as in the case of borrowings to meet tax 
deadlines). And changes in the level of activity and 
prices can create large changes in the demand for 
funds (for working capital, for financing instalment 
purchases) which are not a counterpart of any “in- 
vestment” in the income-and-product sense. 

Characteristically in the saving-investment iden- 
tity, the business sector is a substantial net investor, 
with the personal sector providing most of the 
counterbalancing net saving. The net balance of 
expenditures and receipts on income and _ product 
account by federal, state and local governments is 
the remaining reconciling element in the investment- 
saving account. 


THE STORY IN 1955 


In 1955, business investment substantially ex- 
ceeded investment of the several immediately pre- 
ceding years, because of a sharp increase in the level 
of residential construction, and a moderate positive 
investment.in inventory. (Plant and equipment ex- 
penditures in 1955 were not notably higher than in 
preceding years.) At the same time, the consumer 
sector was in the middle of a pronounced new boom 
in demand, and saved only reluctantly. 

The balance of saving and investment in 1955 was 
therefore effected by a sharp advance in activity, 
which augmented the retained earnings of business 
and produced a swing of government account from 
investment (a net excess of expenditures over re- 
ceipts) in 1954 to saving (a net excess of receipts 
over expenditures) in 1955. This sharp return to- 
ward saving in the government sector was mainly 
attributable to a large expansion of receipts, result- 
ing from the high levels of activity and advancing 
incomes in the business and personal sectors. 

[See “Flow-of-Funds” View of the Economy, page 195. 
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For 1956 as a whole, the gross investment of the 
business sector is very likely to be somewhat higher 
than in 1955. While investment in inventory may 
be little changed from 1955, the probable increase in 
investment for plant and equipment seems to ex- 
ceed any probable decline in investment in residen- 
tial structures. At the same time, gross retained 
earnings in the business sector, which include un- 
distributed corporate profits and capital consump- 
tion allowances, are also likely to be moderately 
higher. On balance, net business investment for 
1956 seems, on the basis of current trends, to be 
headed a few billion above its 1955 level. 

Barring important tax cuts, at least part of this in- 
crease on the investment side of the ledger will evi- 
dently be offset by an increase in net saving by the 
government sector, which in early 1956 has been run- 
ning a $4-billion surplus on income and product ac- 
count. The saving-investment balance for the entire 
economy would thus seem to imply only a slight 
change in the personal saving rate. (In the first quar- 
ter of 1956, personal saving ran slightly higher than 
its average rate in 1955.) 


THE PRESSURE ON CREDIT 


The saving-investment identity is a reflection of 
economic decisions, rather than a genuine mechan- 
ism of the business cycle, and it is hence more nearly 
a device for examining results than for analyzing 
prospects. Nevertheless, the present shape of the 
saving-investment statistics seems to suggest that 
the inevitable ex post balance of saving and invest- 
ment may be achieved in 1956 without any violent 
change in the present plans of savers and investors. 
To the extent that business is more disposed to in- 
vest this year, it will have somewhat more income 
to finance the investment; the balance can be ad- 
justed by relatively small changes in net saving by 
the personal and government sectors. However, the 
level at which this balance has been struck is already 
so high as to be near the point of inflation; and lags 
in the flow of funds, plus large demands for funds 
arising from outside the income and product account, 
have resulted in a persistent call for additional bank 
credit. 

Apert T. SomMMeErs 
Dwision of Business Economics 


BUSINESS FORECASTS 


General 


George Hitchings, economist for the Ford Motor Com- 
pany (as reported in Steel, April 2)—“ ‘The nation’s busi- 
ness activity, still in the leveling off process, will continue 


for the next few months at the high plateau reached late 
in 1955.’ . . 

“Mr. Hitchings’ statement typifies the stand being taken 
by more and more businessmen as 1956 passes into the 
second quarter. And there is firm foundation for this prog- 
nostication. The Ford spokesman says there are three 
main reasons for this ‘sidewise movement.’ Primary metal 
industries can’t go much higher because they are ‘bump- 
ing against production capacity ceilings.’ Demand for new 
cars and housing has undergone a moderate slowdown, and 
production of cars for inventory build-up has stopped. 


“But nonautomotive inventories hold the key to busi- 
ness activity for the second half, Mr. Hitchings believes. 
They probably will continue to rise during the first half 
because of good sales volume and uncertainty regarding 
the upcoming steel industry wage negotiations. Consumer 
demand, business investment other than inventories, and 
government purchases probably will remain at current 
levels or higher during the second half, he says, unless 
employment and income are cut back because of high 
stocks of goods... .” 

The New York Times (April 2)—“Savings and loan 
associations expect their holdings of personal savings will 
increase about $6 billion this year. This would be $1 bil- 
lion larger than the 1955 gain. 

“The United States Savings and Loan League made this 
prediction over the week end. 


“The league also announced that the savings and loan 
industry would note its 125th birthday in April. The 
league, which represents most of the industry that holds 
about 40% of the country’s home mortgage debt, pre- 
dicted that 75% of American families soon would own 
their own homes.” 


The Outlook (April 2)—‘With another increase of about 
10% in corporate profits in prospect for 1956, on top of 
last year’s spectacular 30% rise, shareholders are in line 
for more generous treatment. We estimate that total cash 
dividend payments for 1956 will be 10% to 12% above last 
year’s level. 

“Good dividend news usually stirs market interest, 
often giving shareowners a welcome price gain on top of 
higher income return. . . .” 


Automobiles 


Automotive News (April 2)—‘Industry sources esti- 
mate that at least 24,000 school buses will be put into 
service this year. If they’re right, 1956 will rank as the 
biggest year to date for this fast-growing industry. 

“Last year, some $2,260,000 pupils were transported in 
137,552 buses, making this a $312,780,000 industry. It is 
estimated that the total will rise to 48 million pupils by 
1960 and to 48 million by 1965. 


“That’s a tremendous record of expansion for an indus- 
try that required but 85,900 buses to haul 4,952,000 pupils 
in 1947. 


“And it offers dealers an excellent opportunity to cut 
themselves a slice of the anticipated future growth. 


“This growth was foreseen several years ago in the trend 
toward consolidated school districts and it was spurred by 


(Continued on page 199) 
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“FLOW OF FUNDS” VIEW OF THE ECONOMY 


WO MAJOR NEW statistical descriptions of 

the national economy have been added in these 

postwar years to the tool kit of the business 
analyst: the gross national product, and the so-called 
input-output tables. And now the Federal Reserve 
Board has unveiled a third: the “flow of funds.’”? 
All three are national accounting systems—exten- 
sions of basic accounting formulations to cover the 
whole economy. 

Each of these “social accounting” systems was the 
brain child of an outstanding academic authority. 
Gross national product and its related measure of 
national income were extensively developed and 
measured by Simon Kuznets at the National Bureau 
of Economic Research. Input-output was developed 
by Professor Wassily Leontieff, of Harvard. Flow-of- 
funds accounting is based on the work of Professor 
Morris Copeland.? 

And in each instance, Federal Government agen- 
cies have elaborated the techniques and given the 
statistics “official” status. GNP figures are now pre- 
pared by the Department of Commerce; input-out- 
put was taken over by the Bureau of Labor Statis- 
tics; flow of funds has reached the light of day under 
the sponsorship of the Federal Reserve Board. 


GNP: STRENGTHS AND WEAKNESSES 


Any discussion of the role of flow-of-funds ac- 
counting in business analysis must be preceded by a 
brief examination of the gross national product con- 
cept and its strengths and weaknesses, since flow of 
funds was developed as a logical supplement to the 
GNP framework. 

The GNP is a measure of the nation’s production 
or expenditure. It is a total: its coverage is all- 
inclusive of economic activity, and the sum of the 
parts represents a basic economic fact of interest in 
and of itself. The main components of the GNP— 
personal consumption expenditures, gross private do- 
mestic investment, net foreign investment, and gov- 
ernment purchases of goods and services—can be 
analyzed independently and in relation to the total. 

When the economy is viewed in the framework of 
the GNP accounts, the emphasis is on the produc- 
tion of goods and services and the purchasing of 


1Rlow of Funds in the United States, 1939-53,”’ Board of Governors 
of the Federal Reserve System, 1955. 

2*A4 Study of Moneyflows in the United States,” National Bureau 
of Economic Research, 1952. 
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goods and services. The companion measure to 
GNP—the national income—provides the income 
counterpart to the expenditures total. 

Why was the flow-of-funds system developed? 
Doesn’t the GNP, together with the national income 
(and other income variants), provide all the basic 
data required to analyze the national economy? 
Missing from these accounts are the roles of credit 
and finance, the banking system, financial intermedi- 
aries, and consumer and business assets and liabilities. 


A FINANCIAL FRAMEWORK 


The primary contribution of the flow of funds is 
to place the nation’s economic activity in a financial, 
rather than an operating, framework. Such a frame- 
work is of paramount importance to financial institu- 
tions (hence the FRB’s interest) such as banks, in- 
surance companies, and other financial intermedi- 
aries. And such a view of the economy provides con- 
siderable insight into the financial environment of a 
modern economy. 

The flow-of-funds accounts permit careful sys- 
tematic examination of the effects of monetary policy 
—something that cannot be accomplished with the 
national income tables alone. It is the relation of 
nonfinancial and financial processes that is at the 
heart of the flow of funds. 

The flow-of-funds accounting system measures all 
transactions in the economy effected by a transfer of 
credit or money or both. This means that transac- 
tions involving existing assets, such as used homes, 
used automobiles and land, are covered, as well as 
new construction and new automobiles. Shifts in 
portfolio composition are also traced, since transac- 
tions in mortgages, securities, trade credit, etc., are 
included. 

Because of the inclusion of transactions in used 
assets and financial instruments, and for other rea- 
sons, the flow-of-funds system does not yield a mean- 
ingful total. The GNP in 1954 was $360.5 billion, a 
decline of $4 billion from 1953. These figures are 
economically significant. The flow-of-funds grand 
total in 1954 was $1,330 billion, a decline of $2.5 bil- 
lion from 1953. These figures, as such, have little 
significance. 

In the flow of funds, it is not the system total that 
counts but the flows within the network of credit 
and money transactions. These transactions run 
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among the following “transactors,” whose detailed 
sources and uses of funds comprise the total flow: 


Banking system 

Insurance 

Other institutional investors 
Consumers 

Corporate business 

Nonfarm noncorporate business 
Farm business 

Federal Government 

State and local government 
Rest of the world 


The first three of these ten major sectors are in 
the credit and financial field. Details are available 
within these financial sectors for such groups as the 
commercial banking system, life insurance companies, 
and self-administered pension plans. 

Each of these sector accounts includes: (1) trans- 
actions in goods and services (that is, their purchase 
and sale); (2) the credit and capital inflow and out- 
flow; and (3) the change in monetary balances. It 
is, of course, the inclusion of the latter two mone- 
tary transactions that distinguishes the flow of funds 
from the gross national product accounting, which 
covers essentially only goods and services. 

In each of the ten sector accounts, nonfinancial 
transactions are separated from purely financial ones. 
Nonfinancial sources of funds include items such as 
payroll, interest, rents, royalties and dividends, which 
are also included in the national income. Flow of 
funds also takes into account insurance premiums 
paid and received, grants and donations, tax refunds, 
and real-estate transfers which the national income 
accounts either obscure or omit. 


TREATMENT OF UNINCORPORATED BUSINESS 


Special attention should be given to the flow-of- 
funds transaction called “net withdrawals by pro- 
prietors.” This has no counterpart in the GNP ac- 
counts, and represents a useful distinguishing fea- 
ture of flow of funds. In the nonfarm unincorporated 
business sector account and the farm business sector 
account, only those transactions are included that 
are directly related to business expenditures for 
plant and equipment, inventories, and net change in 
business financial assets. All other transactions of the 
unincorporated businessman and the farmer are 
shown in the consumer account, together with indi- 
viduals who are not in business for themselves. The 
difference between sources of funds in these sectors, 
and business uses of funds, is called “net with- 
drawals by proprietors,” and is indicated as a use of 
funds. In the consumer sector, where the account 
is transferred intact, it becomes a source of funds. 
In this way the flow-of-funds accounting at least 
moves in the direction of purifying the consumer 


account: in the GNP system, the corresponding per- 
sonal account is a mixture of consumer and unincor- 
porated business. 

All other goods and services (taken almost bodily 
from the GNP) are included to round out the non- 
financial side of the accounts. These are separated 
into capital acquisitions, which include inventories, 
plant and equipment, etc., and all other goods and 
services. The purchase and sale of “all other goods 
and services” in the consumer account include the 
goods and services bought by consumers; and in the 
business accounts, the purchase and sale of goods 
and services normally included in the cost of goods 
sold. 

In addition, the purely financial transactions are 
shown for each of the ten sectors in considerable de- 
tail—such as currency and deposits, mortgages, bank 
loans other than mortgages, federal, state and local 
obligations, corporate securities, trade credit, ete. 
On the financial side, however, sources of funds rep- 
resent net changes in liabilities, and use of funds, net 
changes in financial assets. 


SOURCES AND USES OF FUNDS 


For each of the ten sectors, total sources of funds, 
nonfinancial and financial, equals total use of funds, 
nonfinancial and financial, though in practice statis- 
tical discrepancies arise. Similarly, for any trans- 
action category, such as mortgages, the sum of all 
payments by each of the sectors should equal the 
sum of all receipts, but here again discrepancies 
occasionally occur. While these statistical differences 
do not vitiate the basic validity of the flow of funds, 
just as the GNP accounts are not made invalid by 
their statistical discrepancy, they serve as warning 
signals against relying too literally on relatively small 
differences in figures appearing in either system. 

The flow-of-funds accounts can be viewed in terms 
of the sources and uses of funds of each of the ten 
sectors. Viewed this way, the system focuses atten- 
tion on the financial influences at work in each sector. 
The accounts can also trace the flow of funds among 
sectors, particularly between financial institutions 
and the rest of the economy. Further, they can be 
used to analyze the distribution of financial assets 
among the sectors, such as which sector accounts 
for the change in bank loans, or mortgage loans, or 
corporate securities, etc. These and other uses can 
be confined to one year, or extended to cover a span 
of years. (At present, estimates are available, an- 
nually, from 1939 through 1953, with a single sum- 
mary table only for 1954.) 


CONSUMER FUNDS 


Consider first the consumer sector, preliminary 
data for which are shown in the adjoining table. In 
1954, the grand total of all funds received by con- 
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sumers was $324 billion (as compared with the De- 
partment of Commerce 1954 personal income of 
$289 billion). The major source of funds was wages 
and salaries of $194 billion. Funds from investments 
totaled $65 billion, and included interest and divi- 
dend receipts, and net withdrawals by proprietors, 
that is, income from unincorporated businesses and 
farms not used for business purposes. Such net with- 
drawals by proprietors, however, are not entirely at 
the disposal of these entrepeneurs in their capacity 
as consumers, since part of it shows up as federal, 
state and local taxes, which are also included in the 
consumer sector as a use of funds. Insurance bene- 
fits, both private and government, and other transfer 
payments, called “grants and donations” in the flow- 
of-funds accounts, totaled $27 billion. Tax refunds 
yielded $3 billion. Sale of used homes, used automo- 
biles, and other consumer goods amounted to $24 
billion. The total funds received by consumers from 
these nonfinancial sources was $3193 billion. 

To this must be added the funds received, on bal- 
ance, from a net increase in mortgages of $9 billion, 


The Consumer Sector in "Flow of Funds," 1954 


Billions of dollars 
Sources of} Uses of 
Fun Funds 
Nonfinancial 
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consumer durable goods..................-- 66 
Other goods and services.................0005 es 156 
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Sources: Federal Reserve Board; Tos Conrerence Boarp 


and in other liabilities (primarily consumer credit) 
of $2 billion. The sum of these two, representing the 
net financial sources of funds, was $11 billion. 

How did consumers use these funds? First, they 
met a payroll of $3 billion, primarily for domestic 
servants. They paid out $17 billion for interest and 
rents. Private and government insurance premiums 
accounted for $24 billion. Income taxes, and prop- 
erty and other taxes siphoned off $38 billion. Con- 
sumers bought new and used homes and consumer 
durable goods worth $66 billion, and the purchases 
of all other goods and services amounted to $156 
billion. 

On the financial side, they added $7 billion to 
their currency and bank deposits; and increased their 
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government, corporate and mortgage security hold- 
ings by $1 billion, and their holdings of all other 
financial assets by $6 billion. 

The discrepancy of $6 billion on the use side of 
the account illustrates some of the estimating prob- 
lems involved in the flow of funds, particularly for 
more recent periods. 


NONMONEY INCOME EXCLUDED 


Since the flow of funds is concerned only with 
transactions that involve money and credit, it ex- 
cludes, by definition, all the so-called imputed or 
nonmoney transactions which are a feature of the 
GNP accounts. In particular, there is no direct 
counterpart, in the flow of funds, of the GNP impu- 
tation for food produced and consumed on the farm, 
“space-rental value” arising from owner-occupied 
housing, and the complex imputation for financial 
intermediaries, such as life insurance companies. 

The flow of funds instead includes all transactions 
that occur in the market place. For example, life 
insurance is included in the consumer account as 
premiums paid and benefits received. Since housing 
is included in the consumer flow of funds accounts 
directly with the purchase or sale of new or used 
homes, there must also be explicit provision for 
property taxes paid by homeowners, repair and main- 
tenance expenditures for these homes, and other costs 
of home ownership which are subsumed in the GNP 
personal consumption expenditures under the broad 
category of “space-rental value of owner-occupied 
homes.” 


THE DYNAMIC CONSUMER 


To illustrate how the flow-of-funds data can be 
used, consider the changes in the flow of funds to 
consumers from 1953 to 1954. Between these two 
years, personal income was substantially unchanged 
and disposable income rose by $4 billion. On the 
flow-of-funds basis, however, consumer funds rose 
by $10 billion between 1953 and 1954, the increase 
arising entirely from nonfinancial sources. The larg- 
est increase occurred in receipts from investments, 
but funds from insurance and grants also increased, as 
did receipts from the sale of used homes, automobiles 
and other consumer goods. Such considerations, 
either omitted or obscured in the GNP system, must 
be taken into account in appraising conditions in the 
consumer sector. (When the data become available 
for 1955, they will doubtless indicate a sizable in- 
crease in financial sources of consumer funds arising 
from mortgage and consumer loans.) 


THE BUSINESS SECTORS 


The business sectors do not require extensive com- 
ment, since the underlying framework has become 
familiar in the statements of corporate sources and 
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uses of funds. What is new is the attempt to do 
this for the noncorporate and farm sectors. Further, 
for all three sectors, the flow of funds takes into ac- 
count all sources and uses of funds, on a gross basis. 
This gross formulation includes all operating sources 
of funds, security issues, and increases in liabilities. 
Book costs, such as depreciation, are not included in 
the flow of funds, since they do not reflect money 
payments or changes in liabilities. 


THE BANKING SYSTEM 


Much light is thrown on the banking system, as 
might be expected, by the flow-of-funds data. A 
statement on sources and uses of funds is presented 
which highlights the interest income and changes in 
assets and liabilities. The underlying asset and lia- 
bility totals are also shown. Thus the annual change 
in bank credit can be traced among the borrowing 
sectors, such as mortgage and other bank loans to 
consumers, borrowings by corporate, noncorporate 
and farm businesses, etc. For example, the flow-of- 
funds tables indicate at a glance that bank loans 
(other than mortgages) increased more than four- 
fold from 1939 to 1953, and that consumers ac- 
counted for about one fourth of the total increase. 
Similar information on currency and deposits—the 
annual change and amounts outstanding at the year 
end—are also summarized. 


INSURANCE HIGHLIGHTED 


The treatment of insurance is another distinguish- 
ing feature of the flow-of-funds accounts. Detail on 
sources and uses of funds 

. reveals the rapid postwar 
rise in insurance premiums 
and the shift away from 
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Federal Government obligations to investment in 
corporate securities and mortgages. In particular, 
the self-administered pension plans are shown sepa- 
rately. The increase in their holdings of corporate 
securities in recent years is particularly notable. 

Nonprofit organizations, which accounted for over 
$10 billion in funds in 1953, comprise an important 
subsector of the “other investors” group. In the 
national income accounts, as noted earlier, these 
activities are hidden in the all-embracing personal 
account. The postwar rise in savings and loan asso- 
ciations is also a feature of the “other investors” 
group. 

By adhering strictly to a money-flow basis, the 
flow-of-funds account serve to summarize monetary 
income flows that cannot readily be observed in 
other sources of information. For example, the table 
covering monetary receipts and payments of interest 
discloses that in 1953 the consumer sector accounted 
for the largest interest payments, some $514 billion 
out of a total of almost $21 billion. Also, of the $37 
billion in insurance premiums in 1953, almost $18 
billion was paid by the consumer sector. 


COMPARISON WITH GNP 


Finally, a comparison of the flow-of-funds sectors 
with the GNP covered by each sector furnishes a 
quick summary of some of the basic differences be- 
tween the two systems (see chart). For every sector, 
the so-called nonfinancial use of funds is larger than 
the GNP included in the sector. For the business 
sectors, in particular, the difference is sizable. This 
arises from the “net” concept basic to the GNP, 
which includes only final products sold to business 
and consumers; namely, plant and equipment, inven- 
tories, residential construction, and finished consum- 


Flow of Funds vs. Gross National Product 
by Economic Sectors, 1953 
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er goods. In the GNP, sales among business units for 
further processing and resale are “netted out.” In 
the flow-of-funds accounts, such sales among firms 
are included, with the result that corporate non- 
financial uses of funds in 1953 were more than ten 
times the GNP attributable to corporate business. 

In the consumer sector, nonfinancial use of funds 
exceeded consumer GNP primarily because of the 
inclusion in the former of gross insurance premiums 
paid and purchases of used homes and automobiles. 

Financial uses of funds, either omitted from or 
subsumed in the GNP accounts, were most impor- 
tant for the consumer sector and the banking and in- 
surance sector in 1953. This has generally been the 
rule in recent years. In 1950, however, corporate 
financial use of funds exceeded its use in these two 
sectors owing to the substantial rise in accounts re- 
ceivable, associated with additions to inventories in- 
duced by the outbreak of the Korean war. 


A MAJOR ADVANCE 


The publication of the flow-of-funds accounts repre- 
sents a major advance in national economic, busi- 
ness, and financial statistics. Unfortunately, the 
absence of up-to-date figures will limit the use of 
these important additions to the statistical tool chest; 
extensive business resort to these statistics for cur- 
rent analysis and forecasting must await the publi- 
cation of quarterly estimates. But at the least, the 
flow-of-funds data are already valuable for purposes 
of historical analysis. And the accounts hold promise 
of greatly enriching our understanding of the com- 
plex pattern of American economic activity. 


Morris CoHEn 
Division of Business Economics 
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(Continued from page 194) 


rulings in several states that no child who lived more than 
a mile from school should be made to walk. 

“Tt was also anticipated by bus and body makers and 
by educators. 

“But the expansion has not been without its growing 
DAMS... 


Carloadings 


The Wall Street Journal (April 2)—“Shippers’ groups 
predicted that revenue freight carloadings of principal com- 
modities during the second quarter of 1956 will top by 
5.2% loadings in the corresponding 1955 period, the Asso- 
ciation of American Railroads reported. . . . 

“If the predicted rise occurs, the April-through-June 
period will be the sixth consecutive quarter in which rail 
carloadings have topped year-earlier totals. The last time 
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carloadings slid below year-earlier quarterly totals was in 
the last three months of 1954. 

“Moreover, if carloadings of the principal commodities 
rise by even a part of the predicted advance, they may 
push total 1956 loadings above those of boom-year 
TOGS ious. 

“The shippers, the A. A. R. said, predicted carloadings 
will decline in the second quarter of 1956 in six of thirty- 
two principal commodities, and will rise in the others. 
Commodities for which declines are predicted are auto- 
mobiles and trucks, 13.4%; hay, straw and alfalfa, 13.8%; 
vehicle parts, 6.3%; potatoes, 4.5%; agricultural imple- 
ments and vehicles, 1.6%; and poultry and dairy prod- 
ucts, 0.2%. 

“Principal increases predicted are coal and coke, 11%; 
cottonseed, soybean-vegetable cake and meal, excluding 
oil, 8.7%; fresh fruits other than citrus, 8.1%; sugar, 
syrup and molasses, 7.8%; gravel, sand and stone, 7.5%; 
and machinery and boilers, 7.5%.” 


Coal 


H. W. Bradbury, president of the Lehigh Valley Coal 
Co. (as reported in The Journal of Commerce, April 6) — 
“H. W. Bradbury . . . told dealers . . that he feels 
‘much more optimistic about the future of the business 
than he did two years ago.’ 

“Instrumental in the leveling off of the decline in sales, 
Mr. Bradbury said, has been the use of hard coal in coke 
manufacture, in the pelletizing of taconite, a low-grade 
iron ore, which in 1955 showed an increase of over 155% 
above 1954, and in sintering iron ore, which helps steel 
companies to step up production of their blast furnaces. 

“But it may also be noted that one of the factors that 
makes the outlook for stabilization of the anthracite indus- 
try possible, is that production capacity of that industry 
has, in the past two years, been reduced ‘at a greater per- 
centage rate than the annual loss in production and sales,’ 
according to Mr. Bradbury. 

“Mr. Bradbury said that 1956 sales should be good be- 
cause both producer and dealer inventories have been 
reduced... .” 


Containers 


American Metal Market (April 18)—“After a record 
1955 volume of business, the large majority of companies 
in the United States container industry are looking for- 
ward to a still greater volume in 1956, according to a new 
survey . . . released today by the . . . United States 
Department of Commerce. 

“In this survey, 64% of the respondents reported that 
the outlook for this year is for an increase over last year’s 
business, which exceeded that of the previous record year 
of 1953 by an estimated 5%. Twenty-four per cent of the 
reporting companies indicated that this year’s activity will 
be ‘as good or better’ than that of 1955. The remaining 
12% expressed doubt that 1956 will be as good a business 
year for the industry as 1955... .” 


Copper 
William Amelung, managing director of the Chase Brass 
and Copper Company (as reported in The New York 
(Continued on page 223) 


MONETARY RESTRAINT IN CANADA 


OVING with greater freedom of action than 
M ever before in its 21-year history, the Bank 
of Canada began to introduce a measure of 
quantitative monetary restraint in the latter part of 
1955. 
In the following analysis! it is suggested that: 


© Monetary restraint was an outgrowth of concern 
that last year's surging economic advance was threat- 
ening to gallop forward into 1956 on the back of an 
excessive credit expansion which could well produce 
serious economic distortions and culminate in painful 
readjustments. 


© The actions thus far taken by the monetary authori- 
ties have been essentially prophylactic rather than 
remedial. Only a moderate degree of restraint was 
actually brought to bear on credit trends in the latter 
part of 1955. 


© The principal technique of restraint has been open 
market policy; increases in the discount rate of the 
Bank of Canada have represented little more than 
technical adjustments to preceding increases in short- 
term, money-market interest rates. 


©The primary mechanism through which monetary 
restraint is effected is to make it more difficult and 
expensive for the banking system to acquire addi- 
tional reserve funds, thereby forcing lenders to say 
"no" or "not so much” to their customers. At the 
same time, effective restraint on credit availability 
tends to bring increases in borrowing costs. 


© Despite tighter credit conditions during recent 
weeks, the full effects of last year's monetary restraint 
actions have perhaps not yet been felt, and may show 
up in a still tighter availability of loan and investment 
funds in the months ahead. 


LEGISLATIVE AND INSTITUTIONAL CHANGES 


In the years immediately following World War II 
fiscal policy was accepted as the principal anti-infla- 
tionary weapon in Canada. On only a few occasions 
between 1946 and 1953 was there any attempt to 
use monetary restraint in this role. 

During recent years, however, a number of devel- 
opments have combined to provide much greater 
scope for monetary management. In fact, at the 
present time it is monetary rather than fiscal policy 


1This article is largely confined to a review of the impact of mone- 
tary policy on the banking system. It does not attempt to analyze 
in detail the effects on other types of financial institutions, or the 
interrelations between monetary developments and Canada’s bal- 
ance of payments and exchange rate. 


that is being used as the first line of defense against 
such threats. A number of developments have con- 
tributed to this important shift. First, in June, 1954, 
a day-to-day loan market was established in which 
the chartered banks made available low-rate demand 
loans to security dealers. These latter used such 
funds to enlarge their portfolios of short-term fed- 
eral government securities (particularly Treasury 
bills). This change represented a major forward step 
in the establishment of a smoothly functioning money 
market. Development of this market has given 
the monetary authorities opportunities for greater 
influence over the cash reserves and liquid assets of 
the banking system. 

Second, by now being prepared to back away from 
government securities offered to it by lending insti- 
tutions seeking funds for an expansion of loans, the 
Bank of Canada has removed the artificial degree of 
liquidity that had been imparted to such obligations 
in the early postwar years when the monetary au- 
thorities had placed a high priority on maintaining 
stable conditions in the market for government securi- 
ties. At the same time, the Bank has continued to 
deal in marketable government obligations of all 
maturities, thereby not only fostering the develop- 
ment of a broader and more active market for such 
securities, but also steadily enlarging the opportu- 
nities for flexible central bank influence over the loan 
and investment policies of the country’s principal 
financial institutions. 

Third, under legislation introduced in 1954, the 
Bank was given new and more effective control over 
the statutory reserve requirements of the chartered 
banks. In addition, some of the previous potential 
limits on the freedom of the Bank to engage in open 
market operations were also removed. 

Finally, the monetary authorities have now been 
provided with greater freedom for developing appro- 
priate policy to deal with purely domestic conditions. 
This is mainly a result of the successful operation of 
Canada’s free exchange rate mechanism during the 
past few years. The large repatriation of Canadian 
federal government bonds may also have worked 
toward improving the effectiveness of the Bank’s 
open market policy as a monetary control instru- 
ment. But the important role of exports and imports 
in the Canadian economy, and the possible repercus- 
sions of shifts in monetary policy on capital flows, 


1Only to the twelve “approved” security dealers having direct 
access to credit facilities at the Bank of Canada. 
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the exchange rate, and Canada’s foreign trade, com- 
plicates the job of monetary management. 

Besides these various legislative and other devel- 
opments, monetary policy continues to derive lever- 
age and effectiveness from the contacts that exist, on 
the one hand, between the Bank and the Department 
of Finance and, on the other, between the Bank of 
Canada and the chartered banks. The relationships 
between the central bank and the federal govern- 
ment help to assure close coordination of monetary 
policy with public debt and fiscal policies. At the 
same time, the contacts between the central bank 
and the compact but highly competitive chartered 
banking system may at times permit somewhat 
greater flexibility in monetary management than 
could be achieved solely through open market policy 
or other traditional quantitative monetary measures. 


THE ECONOMIC BACKGROUND? 


After coming through a short and relatively mild 
recession in 1953-1954, attributable primarily to 
agricultural weaknesses and business inventory re- 
adjustments, the Canadian economy began to move 
up gradually in the latter part of 1954 and surged 
forward rapidly early in 1955. Although the 1955 
advance was initially obscured by a more than sea- 
sonal decline in employment in the first quarter, and 
by a general lack of firm business confidence, it be- 
came apparent by midyear that a broad and mas- 


1This section presents only a brief summary of business trends in 
Canada over the past year. For a more detailed account of these 
trends, see “Forward Thrust in the Canadian Economy” in the 
January, 1956, issue of The Business Record. 
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sive expansion was under way, spurred by rising con- 
sumption, export, investment, and government de- 
mands for goods and services. 

Canadian production rose swiftly in response to 
these demand forces. By the latter part of the year, 
a fairly wide number of Canadian industries, par- 
ticularly in primary manufacturing, were bumping 
production ceilings imposed by plant capacity and 
resource availability. The intensity of the demand 
forces moved goods so rapidly through production, 
import and distribution channels that most industries 
experienced a sharp decline in inventory-sales ratios 
to abnormally low levels, thus adding an accumulat- 
ing backlog of inventory demand to the forward 
strides in final demand. 

On the whole, the over-all advance in output and 
spending moved forward in relatively good balance, 
against a background of general price stability. At 
most points at which price increases did appear (for 
example, in some nonferrous metals), they were 
largely attributable to buoyant conditions in world 
markets—that is, to forces outside the Canadian 
economy. In the over-all price averages, these in- 
creases were approximately offset by a continuing de- 
cline in the prices of agricultural products. 

In the latter part of last year the momentum and 
pace of the advance in spending began to arouse 
some concern. In particular, a threat appeared to 
be emerging that demand forces, particularly if fed 
by a large volume of new credit from the banking 
system, might outpace production sufficiently to 
break price stability, generate excessive business opti- 
mism, and induce undesirable speculative activity. 

Such possibilities emerged only as potential, not 
immediately pending, dangers. The Canadian econ- 
omy was not in a basically inflationary situation, 
even in the fourth quarter of 1955. But the actions 
taken by the monetary authorities were clearly in- 
tended as a warning: the economy was threatening 
to exceed a safe speed limit, and further acceleration 
would not be allowed to develop on the basis of an 
excessive supply of monetary fuel. 


CHANGES IN BANK CREDIT 


Four elements in the changing bank-credit picture 
in the last half of 1955 appear to have aroused the 
concern of the monetary authorities: 


¢ An accelerated rate of increase in bank loans at a 
time when the rate of increase in the physical volume 
of production was clearly slowing down 

e An obvious accumulation of pressure for further 
substantial credit expansion to finance inventory ac- 
cumulation and stepped-up business investment in plant 
and equipment 

© Certain changes in the pattern of the credit ad- 
vance, as reflected in the changing composition of 
bank earning assets 
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© The remarkably rapid deterioration in the liquidity 
position of the chartered banks as a result of mounting 
credit demands. 


As indicated by previous experience, credit de- 
mands tend to become cumulatively more intense 
during an economic expansion. They usually lead to 
an accelerating pace of credit expansion that persists 
well after the increase in the total output of goods 
and services has begun to decelerate. This pattern 
appears to be repeating itself in the current economic 
expansion in Canada. 


LAYING A BASIS 


However, the actual forward momentum in total 
output during the latter part of 1955 was still suffi- 
ciently strong as to make it doubtful whether the 
somewhat more rapid increase in bank credit could 
genuinely be labeled “excessive.” The real danger 
to monetary and price stability toward the end of 
1955 was, basically, the evident gathering of pres- 


sure for an additional massive credit expansion in 
1956, at a time when there would be no chance for 
a corresponding expansion in production. It was be- 
coming obvious well before the end of 1955 that 
credit demands for inventory financing were likely 
to rise more steeply in 1956 than in 1955. Moreover, 
it became increasingly probable that the extraordi- 
narily rapid expansion in production, sales, and busi- 
ness profits was laying a basis for a sharp rise in 
business investment in plant and equipment. 
Traditionally, Canada’s banks have played only 
a small direct role in financing business outlays for 
plant and equipment. But to the extent that there 
emerges a sharply augmented demand for capital 
financing, the banks cannot remain immune to an 
inevitable accompanying intensification of over-all 
credit demand. Many business firms, for example, 
have considerable flexibility in their patterns of 
sources and uses of funds, so that they can channel 
retained earnings or other nonbank sources of funds 
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(that might be partially used for working capital) 
into investment outlays and request additional work- 
ing capital funds from the banking system. More- 
over, sharp competition between Canada’s banks 
to hold or gain large customer accounts meant that 
the banks began to move heavily into investment 
financing of Canadian business through term loans 
and private placements. They also greatly expanded 
their advance commitments to undertake such finan- 
cing. According to the Bank of Canada’s Annual 
Report for 1955, these commitments exceeded $400 
million at the beginning of November, while new 
commitments were then being made at a rate of 
about $50 million per month. 


BANK LOANS RISE 


Advances in bank loans to (and bank holdings of 
securities issued by) business corporations and pro- 
vincial and municipal governments were at an excep- 
tionally rapid rate in 1955. Also, in the wake of legis- 
lative changes in 1954, the banks moved strongly 
into residential mortgage lending in their first full 
year in this field. As for other changes, there was 
little, if any, consistent expansion in some types of 
loans (loans to grain dealers and to many lines of 
manufacturing), while particularly steep increases 
were recorded in other types (loans to instalment 
finance companies, construction contractors, and mer- 
chandisers, as well as personal loans to consumers). 
Over-all, the most striking development was that the 
banks, while still expanding their holdings of loans 
and other securities, turned to a heavy liquidation of 
federal government securities in the second half of 
the year in order to support the rapid expansion 
of other types of earning assets (see chart). The de- 
cline in government bond holdings, however, came 
only after a decline in the banks’ liquid assets (Treas- 
ury bills and day-to-day loans), and was accentuated 
at the end of the year and in early 1956 by efforts to 
rebuild liquid asset holdings to meet the secondary 
reserve target agreed upon in consultation with the 
Bank of Canada. 

It would appear, in retrospect, that bank lending 
policies in 1955 were tending to provide business 
corporations and provincial and municipal govern- 
ments with too easy access to longer-term funds 
under the buoyant economic conditions of last year. 
In any event, it is clear that these borrowers drew 
more heavily on bank credit for longer-term funds, 
and reduced their aggregate net new issues of securi- 
ties in the Canadian capital market. 

While it might be open to some question as to 


1Term loans carry maturities that are considerably longer than 
those on ordinary loans (mostly in the range of three to five years, 
but in some cases up to ten years). Private placements represent 
securities acquired by the banks through direct negotiation with 
customers (or with security dealers on behalf of one of their custom- 
ers) sag than securities acquired through purchases in the capital 
market. 
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whether the increases in some categories of bank 
loans were “excessive,” the fact is that some of the 
most rapid advances were occurring in types of loans 
where sustained or accentuated rates of expansion 
would undoubtedly produce undesirable economic 
consequences. This was particularly true of loans 
that were helping to support the very strong advance 
in consumer spending. 

Also, one of the most important consequences of 
the shifts in the composition of bank earning assets 
in 1955 was the considerable reduction in the liquid- 
ity position of the banks—in the ratio of the banks’ 
most liquid assets (bank cash, day-to-day loans, and 
Treasury bills) to their deposit liabilities. There were 
also increases in the ratios of some of the most illiquid 
forms of bank assets to deposit liabilities—in par- 
ticular, residential mortgage loans, term loans, and 
securities of corporations and provincial and muni- 
cipal governments. In addition, there was a notable 
further loss of liquidity in the latter part of 1955 
through the sharp reduction in the banks’ most read- 
ily marketable longer-term assets (federal govern- 
ment bonds), and the distinct tightening in the mar- 
ket for such securities. 


THE BROAD CONTOURS 


The preceding analysis suggests that the key ob- 
jective of the monetary authorities was to temper 
the rate of increase in certain types of credit and, 
more especially, to head off a potentially excessive 
growth in over-all credit in 1956. It also seems 
clear that the erosion in the liquidity position of the 
chartered banks set the stage for a particularly sen- 
sitive and uncomfortable reaction in Canada’s fledg- 
ling money market at the first firm touch of the 
monetary brakes. 

Recent developments in Canadian monetary policy 
suggest that the shift from ease to restraint was some- 
what more gradual than has perhaps been generally 
believed, and that the degree of restraint actually 
brought to bear upon bank lending has been rela- 
tively moderate thus far. Policy appears to have 
passed through at least six stages during the past 
year and a half: 


© At the beginning of 1955, the Bank of Canada was 
vigorously pursuing a policy of monetary ease to encourage 
economic recovery. This policy may perhaps be said to 
have drawn to a close shortly after the reduction in the 
Bank‘’s discount rate in mid-February, when emerging 
economic indicators suggested that the economy had experi- 
enced at least a slight upturn in the latter half of 1954. 


© Against the background of serious unemployment in 
February and March of 1955, however, policy was shifted 
only slightly—from “‘active ease’’ to “moderate ease,” It 
was maintained for approximately five months (until after 
midyear). Despite the gradual upward movement of shorter- 
term interest rates, the monetary authorities continued to 
provide relatively easy access to additional bank reserve 
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funds to support credit expansion, thereby cushioning the 
extent to which the banking system and the money market 
were affected by gathering credit demands. 

© The first real tinge of monetary restraint does not 
appear to have emerged until August and September. By 
this time the real dimensions of the economic expansion 
began to become generally appreciated. Thus it was not 
until fairly late in the year that the country’s credit mech- 
anism was allowed to feel the full impact of this expansion 
without ready financial support from the central bank. 

© In October and November, policy was shifted to clear- 
cut restraint—of an essentially moderate degree. This re- 
straint, against the background of the accumulated reduc- 
tion in the liquidity of bank earning assets, produced 
sharp increases in the rates on Treasury bills and day-to- 
day loans. These developments do not appear to have seri- 
ously affected the pattern or pace of credit expansion in the 
fourth quarter of last year. Despite tighter conditions, the 
banks maintained adequate cash reserves to support a fur- 
ther large expansion of loans. 

© Toward the end of the year, by agreement between the 
Bank of Canada and the chartered banks, some additional 
restraint measures were introduced, including the cessation 
of term lending by banks,1 and bank action to survey author- 
ized lines of credit more carefully. The banks also agreed 
to adopt a “‘secondary reserve target’’ (see below), but this 
was apparently intended not so much as a further restraint 
upon current credit trends as to facilitate the more effective 
use of monetary policy in the future. These ‘November 
agreements” do not appear to have been added up to any 
really “harsh” restraint. 

© Shortly after these additional measures were inaugu- 
rated, there appears to have been some abatement in tha 
over-all degree of restraint, partly as a result of seasonal 
slack developing in the economy, and partly of actions by 
the monetary authorities to assist the banks in building up 
their liqud asset ratios to the agreed minimum of 15%. 

© Beginning in March, 1956, however, tighter credit 
conditions began to reemerge; and the restraint brought to 
bear upon bank lending and investment during recent weeks 
appears to have been greater than at any time last fall. 


MONETARY CONTROL INSTRUMENTS 


The Bank of Canada has used three distinct 
monetary control techniques during the past year— 
changes in the discount rate, open market operations, 
and “moral suasion.” 

The discount rate (Bank Rate) is a standard piece 
of central bank equipment. But in view of the strong 
financial positions of Canadian banks and the ab- 
sence of a money market mechanism in Canada prior 
to 1954, it represented an instrument of little prac- 
tical use. From 1935 (when the Bank of Canada 
commenced operations) to 1954, the discount rate 
was changed on only two occasions—from 244% to 
144% on February 6, 1944 (to signal an intention to 
maintain easy money policies during the remainder 
of the war and the immediate postwar period) and 
from 114% to 2% on October 17, 1950 (to signal an 
intention to tighten monetary restraint). Prior to 
1954, advances by the Bank of Canada to the char- 
tered banks had been made on only about twenty 

1Except for term loans of $250,000 or less. 


occasions, and perhaps no more than three or four 
of the banks had ever availed themselves of this 
credit facility. 

During the past fifteen months, the Bank of 
Canada has changed its discount rate on five occa- 
sions. The first of these, when the Bank reduced the 
rate from 2% to 114% on February 15, 1955, repre- 
sented an action aimed at “putting the discount rate 
into commission.” 

An explanatory statement accompanying the action 
read in part: 


"Yields on these securities [Treasury bills and 
short-term government bonds] have declined materially 
over the past year and a half and Bank Rate at the old 
level had ceased to bear a reasonable relationship to 
other short-term interest rates. 

In the past, Bank Rate has been changed infrequently 
in Canada and little use has been made of the Bank's 
facilities. The growth in the breadth and scale of 
activity in the short-term money market over the past 
two years has made it desirable that the Bank Rate be 
made more flexible and bear a closer (though not 
fixed) relation to other short-term interest rates. The 
present adjustment will help to make Bank Rate a more 
significant factor in the money market and facilitate 
its more flexible use in the future as circumstances 
may require." 


This reduction was at that time widely and mis- 
takenly interpreted as a signal for the introduction 
of a still easier money policy. Similarly, the sub- 
sequent increases in this rate (to 2% on August 6, 
1955, 24%4% on October 13, 1955, 234% on November 
19, 1955, and 3% on April 5, 1956) have been widely 
interpreted as signals of restraint, or even as the 
primary and direct instrument used to shift monetary 
policy from ease to restraint. A close look at the 
developing monetary picture, however, clearly shows 
that the increases in the discount rate have tended to 
follow (rather than lead) increases in other short- 
term interest rates. Thus the discount rate was ad- 
vanced only after the rates on Treasury bills and 
day-to-day loans had either “broken through” or 
were threatening to “break through” the discount 
rate. This is true even of the latest increase in early 
April, 1956, when a rather sudden tightening in the 
money market made it appear likely that money 
market rates might quickly close in on the discount 
rate again. 

Nevertheless, the changes in the discount rate rep- 
resented something more than mere technical adjust- 
ments to preceding increases in other rates. They 


1The reduction in the discount rate on this occasion may have been 
partly aimed at encouraging a reduction in the premium then pre- 
vailing on the Canadian dollar over the United States dollar. In 
any event, the softening of the Canadian exchange rate in the latter 
half of February, 1955, appears to have been partly related to this 
action by the Bank of Canada. 
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Ratios of Cash and Liquid Assets to Deposit 
% Liabilities of Canadian Chartered Banks 
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were a supplementary instrument of monetary policy 
through which the chief instrument—open market 
operations—could be made more effective. In other 
words, it is not possible for Canada’s monetary 
authorities to attempt to apply monetary restraint 
through open market policy, unless they also make 
sure that the ensuing intensification of demands for 
cash can spill over into recourse to central bank 
advances only at a “penalty rate.” 


OPEN MARKET POLICY 


The Bank of Canada’s “open market operations” 
relate to its transactions in federal government 
securities (including Treasury bills). Net purchases 
of such securities by the Bank of Canada (whether 
from the chartered banks or from other investors) 
provide the banking system with additional cash (or 
reserves) which may be used as a basis for credit 
expansion, while net sales reduce bank cash and may 
restrict bank loans and investments. 

It is primarily through the delicate and flexible 
handling of these transactions that the Bank of 
Canada is able to exercise monetary control over the 
country’s financial system. But degrees of mone- 
tary ease or restraint cannot be determined from 
simple week-to-week tabulations of changes in the 
Bank of Canada’s security portfolio. The ultimate 
test of monetary policy is the degree of ease (or 
reluctance) with which the Bank is prepared to 
allow the banking system access to additional re- 
serve funds. Subtle, but effective, changes of this 
character can be developed in the Bank’s day-to- 
day operations, under some circumstances with 
little or no change in its actual holdings of securities. 
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Looking at its broad results, it was clear that the 
Bank’s open market policy in 1955 was aimed during 
the first half at supporting money and credit expan- 
sion—allowing the banks not only to meet higher 
currency withdrawals but to provide ready lending 
facilities, while enlarging (but at a diminishing rate) 
their holdings of government securities and other 
forms of investments. In the third quarter, its policy 
began to offer some resistance to the expansion of 
bank cash, leading the banks first to reduce liquid 
assets and subsequently to sell federal government 
bonds in order to meet loan demands. Fourth- 
quarter policy was aimed at making it still more 
difficult for the banking system to acquire reserves, 
and there occurred a very substantial liquidation of 
federal government bonds, at least partly at falling 
prices, to maintain the rapid expansion in loans. 


FACTOR OF MORAL SUASION 


Toward the end of 1955, the monetary restraint 
program was augmented by some additional meas- 
ures. Although these have been widely catalogued 
under the heading of moral suasion, two of the 
measures appear to fall well outside the usual mean- 
ing of the term, and may perhaps be said to have 
been aimed at effecting basic changes in Canadian 
banking. 

The term “moral suasion” relates to central bank 
initiative in developing, in consultation with the 
banks, measures that will help to make over-all 
monetary policy more effective and permit a more 
flexible use in dealing with situations in which par- 
ticular elements of imbalance appear.? 

Reference is made in the latest Annual Report 
of the Bank of Canada to two meetings held in the 
latter part of 1955 between the Bank of Canada and 
the chartered banks—on September 19 and Novem- 
ber 21. The first was apparently largely devoted to 
discussions of developing trends and to arrange- 
ments for gathering additional information on the 
credit advance. At the second meeting, the banks 
agreed to resist the “excessive use of bank credit by 
any category of borrower,’ to examine “requests 
for new and increased credits very carefully,” and 
to reexamine “existing credit limits with a view to 
maintaining control over future [credit] growth.”? 

In the discussions, however, two additional agree- 
ments were reached that were of a basically different 
character: (1) that the banks would work to achieve 
by May 31, 1956, a minimum liquid asset ratio of 
15% which they would maintain on a daily aver- 
age basis from June on; and (2) that the banks 
would cease making new commitments for term loans. 


™ 1For an analysis of moral suasion as a monetary control technique 
in Canada, see E. P. Neufeld, ‘““Bank of Canada Operations, 1935-54,” 
University of Toronto Press, 1955, chapter 3. 

2Quotations from the Annual Report of the Bank of Canada for 
1955, page 11. 
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These decisions were apparently intended to intro- 
duce more or less permanent changes in banking 
practice in Canada. 

In particular, the Annual Report states that the 
15% ratio represents an “operating principle [that] 
will make for a financial system which will respond 
more quickly, smoothly and predictably to measures 
of monetary restraint when these are required in 
the future, and which will thus be better able to 
serve the national interest.” 

Although it has been possible for the Bank of 
Canada to use its “persuasive influence” on a num- 
ber of earlier occasions to good effect, the monetary 
authorities now appear to be moving away from 
moral suasion toward greater reliance on open mar- 
ket policy. 


EFFECTS OF THE RESTRAINT MEASURES 


It is still too early to assess the real effects of the 
1955 monetary restraint measures. Against the back- 
ground of the very strong economic expansion of last 
year, and in Canada’s relatively free economy, any 
restraining monetary action would necessarily take 
some time to work itself out. 

The Canadian economy is subject to particularly 
wide seasonal swings, and it appears that during the 
recent winter months the slack that developed in 
the Canadian economy helped to ease finanical con- 
ditions. Moreover, during the past few months, the 
monetary authorities have facilitated the readjust- 
ment of bank liquidity positions, in effect through 
using the proceeds of sharply expanding issues of 
Treasury bills to finance heavy government purchases 
of its own outstanding shorter-term securities. This 
has at least helped to make this readjustment less 
painful than might otherwise have been the case. 

It appears definitely that monetary restraint has 
had at least some moderating influence on the rate 
of the over-all credit advance. But at least into the 
first quarter of 1956, most types of borrowers con- 
tinued to find credit fairly readily available, and on 
terms that were not appreciably different from those 
in the earlier part of last year. The increases in 
loans (see accompanying chart) were very large in 
the fourth quarter; and they rose further in the first 
quarter of 1956, although this is normally a period 
of seasonal stability or decline. But in the past few 
weeks, with a seasonal upswing added to the strong 
basic trends, many borrowers have begun to en- 
counter tighter credit conditions—with credit less 
readily available and with a general upward revision 
of bank lending rates. 

The most important consequence of monetary re- 
straint in 1955 was, of course, the rather steep rise 
in short-term money rates (the rates on Treasury 
bills and day-to-day loans), which advanced from 
well under 1% at the beginning of the year to well 


over 1% by midyear, and to over 212% before the 
year end. After a lull, these rates have increased still 
further to over 234% by the end of April. But 
while these rate increases represent a symptom of 
restraint, they are by no means a good measure of 
the degree of restraint intended or applied. 

The real “bite” of monetary restraint in 1956 will 
obviously depend on the strength of credit demands 
to which the financial institutions will be exposed. To 
the extent that some borrowers may be able to draw 
less on the banking system and more on retained 
earnings or financing in the United States market or 
an increase in personal savings in Canada, the sev- 
erity of the credit restraints would of course be 
modified. 

Nevertheless, it seems apparent that the restraint 
measures thus far taken are already beginning to 
produce tighter credit conditions within recent weeks, 
and they may well bring still tighter conditions in 
the months ahead. One highly probable effect of any 
greater credit restraint is that particular types of 
credit may be especially pinched. There is now 
widespread agreement, for example, that residential 
mortgage financing is likely to be more difficult to 
arrange in 1956 than in 1955, and that this may well 
slow down last year’s expansion in residential con- 
struction. It also appears that consumer credit will 
be particularly affected, thus tending to make the 
1956 markets for some consumer durable goods 
somewhat less buoyant than they would probably 
otherwise have been. In addition, municipal gov- 
ernments have already begun to encounter greater 
financing difficulties. 


CANADA IN THE WORLD 


During the past five years there has been a wide- 
spread resurgence of monetary policy throughout the 
Western World. This follows two decades in which 
such policy had suffered a decline in relative impor- 
tance vis-a-vis other economic control techniques. 
This revival has largely been associated with progress 
in removing the abnormal economic and financial 
strains of depression and war, and the accompany- 
ing return to broader degrees of economic freedom. 
The increased regard for monetary policy also re- 
flects readjustments in economic thinking as a result 
of persistent and dynamic economic growth after 
the war. But the redevelopment of monetary man- 
agement has not been easy or painless, and the basic 
objectives and features of the new monetary control 
techniques are very different from those that were 
generally accepted in the Twenties or earlier. 

One of the major problems encountered has been 
that during the Thirties and World War II there 
grew up in the financial systems of many countries 
a widespread network of rigidities. This is perhaps 
best illustrated by inflexible structures of interest 
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rates and the various elements of rigidity associated 
with greater government influence in financial mar- 
kets. One of the important results was an increased 
“compartmentalization,’ so that pressures on any 
part (or parts) of a financial system were not trans- 
mitted to (and partly absorbed by) other parts of 
the system. This placed important limitations on the 
effective use of monetary policy; and even con- 
strained the monetary authorities in many instances 
to cushion special financial strains or distortions at 
the expense of accentuating inflationary forces. It 
is axiomatic that the effectiveness of a monetary 
policy depends critically upon flexible responses to 
the actions of the monetary authorities. Persistent 
and resourceful efforts have therefore been required 
in many countries to eliminate rigidities and tone up 
the financial system so that it will respond readily 
and sensitively to monetary control techniques. 

Notable progress in this respect has been made in 
Canada over the past decade, although two special 
factors appear to have held it back to some extent. 
The first is a general lack of continuing well-informed 
public discussion about monetary and financial devel- 
opments. The second is the problem, in a young and 
rapidly developing financial system, of learning for 
the first time how to adapt financial operations to 
shifts in monetary policy, rather than relearning 
operational techniques that have fallen into disuse. 
But it is learning: in the past year a general rise in 
bank lending rates represented a break from a long 
tradition of a stable rate structure; and “setting free” 
the rate paid by banks on ninety-day deposits was 
a change virtually forced upon the banks after the 
Treasury bill rate broke through the 112% rate 
that had previously prevailed for such deposits. 


TIMES ARE DIFFERENT 


Formulation and implementation of a monetary 
policy has been greatly complicated by the growth 
in scale and complexity of financial transactions. 
Nonbank financial institutions (in some cases includ- 
ing new types of institutions) have tended to grow 
more rapidly than banks, requiring that monetary 
policy, to be effective, must have a major influence 
on the lending and investing operations of a wider 
range of financial institutions. 

This and similar developments (including the 
rapid growth of relatively new types of credit— 
such as consumer credit—and new lending tech- 
niques) suggest that much more delicate and deft 
control instruments are now required than in the 
earlier heyday of monetary policy in the Twenties. 
Fortunately, in many countries the great wartime 
growth in federal government debt, its relatively wide 
distribution among institutional holders, and the de- 


1The rate on ninety-day deposits now moves in step with the rate 
on three-month Treasury bills, at a rate 14% below the latter. 
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velopment of more active and sensitive markets have 
helped to provide central banks (including the Bank 
of Canada) with opportunities for exerting a wide- 
ranging and relatively delicate influence through 
open market policy. 


COSTS vs. AVAILABILITY 


Finally, the primary mechanism through which 
monetary policy aims to achieve effectiveness has 
also been changed. It is perhaps fair to say that 
prior to the Thirties, the key objective of the mone- 
tary authorities was that of changing the level of 
interest rates. Monetary restraint, for example, was 
directed essentially at raising rates, thereby making 
credit more costly, curbing borrowing demand, and 
encouraging (perhaps after some lag) a rise in saving 
out of current income. But changes in over-all inter- 
est rates that might be considered practicable with- 
out serious disorganization within the financial sys- 
tems of most industrial countries today cannot be 
used as a direct instrument substantially affecting 
credit demand or the supply of new savings. 

But it has been discovered that monetary actions 
that alter the differentials between rates on different 
maturities and types of obligations can thereby alter 
the relative attractiveness of different outlets for 
investible funds. Such monetary actions can at 
times exert considerable influence on the lending and 
investment policies of financial institutions (espe- 
cially banks). 

In particular, actions by the Bank of Canada that 
lead to increases in yields (and reductions in prices) 
of federal government obligations may tend to make 
these a relatively more attractive form of asset to 
hold (or at least to discourage liquidations of such 
obligations with capital losses). This may not only 
limit the extent to which lenders might switch out 
of such assets to meet strong private credit demands, 
but also help to remove some of the pressure which 
might otherwise be brought to bear on the Bank of 
Canada to. create additional bank reserves. 

This generalization suggests that central banking 
policy in Canada, under present conditions, is essen- 
tially aimed at influencing lenders rather than bor- 
rowers or savers, and at altering the availability 
rather than the cost of credit to borrowers. Tighter 
availability may of course produce at least moder- 
ately higher borrowing costs, but if monetary re- 
straint is effective in Canada in 1956 it will be not so 
much because borrowers are saying that “credit costs 
are too high,” but because lenders are saying “no 
or “not so much” to their customers. 


Artuur J. R. Smita 
Economist, Canadian Office 
With the important exception, in some cases, of a sufficient in- 


crease in interest rates to augment savings from external sources 
through an inflow of capital funds from other countries. 
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TWO SPEEDS TO 


INCE 1952, most reports on the price move- 
ments of consumer goods have commented on 
the over-all stability of the price picture. How- 

ever, when the picture is inspected more closely, 
this “stability” is found to be only a superficial char- 
acteristic. The true picture is one of counterbalancing 
price trends of the various parts making up the total. 
Rising prices prevailed through 1955 in four of the 
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five major components comprising the Board’s con- 
sumer price index. These four—housing, apparel, 
transportation, and sundries—moved up 4.9%. But 
during that time, food, the fifth component, went 
the other way, giving the consumer a break with 
a 5.2% increase in what he got for his money. This 
fillip almost made up for the higher prices he had to 
pay for nonfood items. 


BUSINESS RECORD 


Nonfood prices, as the chart shows, have usually 
been slower to respond to changes in business condi- 
tions than have food prices. These latter fluctu- 
ated from a base of 100 in 1914 to 207 in 1919, to 103 
in 1933, and to an all-time peak of 280 in 1952. Since 
then, they have trended consistently downward, and 
in 1955 were 165% above 1914. 

The nonfood items show a much more sluggish 
price behavior. Only serious business declines inter- 
rupted the clear upward trend, and at the depth of 
the depression they were still 33.3% above 1914 
levels. Even price controls during World War II, 
although they slowed the advance, were not able to 
change the steady upward course of these prices. 
For the time series charted, the nonfood curve ap- 
pears to be still on the upswing, while the food curve 
seems to be definitely over the hump. 


FORTY-ONE INTO EIGHT 


The 41-year stretch from 1914 to 1955 can be di- 
vided into eight periods of more or less uniform 
economic climate. The following charts depict the 
average annual per cent changes in the food and 
nonfood components for the various periods. Since 
the total percentage 
change for each period was 
divided by the number of 
years in each period, it 
would be only coincidence 
if the indicated average 
was the same as_ the 
change for any specific 
year of that period. 


1914-1920 

Retail prices went soar- 
ing in World War I and 
0 the months immediately 
1914 1920 following, with prices rising 
93% from 1914 through 1920. The average annual 
increase in food prices was 18%, in nonfood items 
14%. This yearly rate of increase was never equaled 
in any subsequent period. The increase during World 
War II was only about 27% and that from 1950 
through 1952 about 10%. 


1920-1929 

This postwar period started with a recession but 
was characterized by com- 
parative price stability °p—aE=——NONFOOD4 % 
once the break in prices vane ey 
righted itself. Food prices 
tumbled 29% in the 1921 '920 1929 
depression, nonfood items approximately 11%. The 
latter figure would have been larger had rents fol- 


lowed the general trend. Their upward movement 
during the war had been held in check by rent laws, 
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and the recession only halted their upward move- 
ment. Postrecession prices swung back to about 
the 1918 level, where they hovered until 1929. 


1929-1933 


The long depression of 
the Thirties sent prices 
sliding down at a more 
moderate rate than in 
1921. By 1933, food had 
fallen 37% and nonfood 
items 18%—at annual 
rates of 9.2% and 4.6%. 


One 


1929 1933 


1983-1940 

Prices steadily recovered after hitting bottom in 
1933. This process continued through, 1937, when 
food prices again started to slide; nonfood prices just 
leveled off. During this 
recovery period the annual 2.1 
changes in food and non- Lear 
food prices were the closest 0 N 
for any of the periods: pee ia 
2.1% and 1.8%, respectively. 


1940-1945 


Prices went up again in the Second World War, but 
at a rate considerably lower than during the First 
World War. Legislation 

% enforced relative price sta- 
8.9 bility, not just in the 
housing area, as in 1917, 

but in almost all areas of 


_ 
Se  NONFOOD 


0 

1940 1945 
consumer spending. Even 
so, food prices rose at an 


annual rate of 89% and 0 
nonfood prices at 3.5%. 1945 1950 


1945-1950 


The end of the war was not followed by a break in 
prices as in 1920. With goods scarce and funds plen- 
tiful, prices rose as price restrictions expired. This 
y postwar period was char- 
73 acterized by a price move- 
ment almost identical with 
that of the war period. 
Food prices rose at an an- 


oe ToONFoop annual rate of 8.7%, non- 
0 food prices at a rate of 
1950 952 3.8%. 


1950-1952 
The Korean conflict did not change the nonfood 
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Consumer Prices Remain Unchanged 


The Conference Board’s Consumer Price Index—United States Cities over 50,000 in Population 


1953 =100 


Power and] ings and 


All 
ing] Items 
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Warns Been of | (J anne 
*) Dollar |1989=100)| - =100) 
Equipment 
wl 98.9 100.38 F 100.0 181.7 118.9 
98.3 98.9 100.2 101.5 99.9 181.8 118.9 
98.2 .8 100.4 101.6 99.8 181.9 114.0 
98.2 8 101.3 101.8 99.8 182.1 114.1 
98.0 9 100.5 102.1 99.7 182.1 114.1 
98.3 ~% 100.6 102.3 99.7 182.2 114.2 
98.4 3 100.9 102.6 99.5 182.5 114.4 
98.7 4 101.3 102.7 99.3 182.9 114.6 
98.9 3 102.9 102.7 99.3 182.9 114.7 
99.2 3 104.7 9 99.0 183.4 114.9 
98.4 .0 101.1 .0 99.7 182.2 114.2 
99.3 “3 105.8 98.9 183.6 115.0 
99.5 99.3 105.3 98.9 183.6 115.0 
99.4 99.4 105.1 98.9 183 .6 115.0 


Percentage Changes 


1955 March..... 100.1 98.4 - : 
April...... 100.1 98.3 101.5 A 
May....... 100.2| 98.4| 101.4 ; 

JUNE... F00k 100.2 98.3 101.4 8 
Sulyiraias <3 100.38 98.6 101.2 2 

August 100.38 98.2 101.5 2 
September 100.5 98.5 101.6 3 
October...} 100.7 98.6 101.9 6 
November.} 100.7 98.0 | 102.0 6 : 
December..} 101.0 97.9 | 102.1 8} 103.2 

1955 Annual av.| 100.38 98.3 101.5 a 102.7 

1956 January...} 101.1 97.5 | 102.2 {85 eeOS2 7, 
February 101.1 97.3 102.4 107.1 104.3 
March..... 101.1 97.0 102.6 107.2 104.4 

2/56 Coe 0 -0.3 +0.2 +0.1 | +0.1 

3/55 to 3/56.... +1.0 -1.4 +1.3 4+1.4 +1.1 


Consumer prices remained unchanged at 101.1 
(1958=100) in March, 1956, according to the Board’s 
United States index. The price level, however, was 
1.0% above a year ago. 

The purchasing value of the March dollar re- 
mained at 98.9 cents (1953 dollar=100 cents), un- 
changed from February, but 1.1 cents below the 
March, 1955, value. 

The price picture, as in the previous months, was 
one of counterbalancing movements. Food and 
transportation costs declined over the month—0.8% 
and 0.2%, respectively. These declines were bal- 
anced by upward price movements in apparel (0.1%), 
housing (0.2%) and sundries (0.3%). 

The food index continued to decline, with meats 
and eggs considerably cheaper. Pork prices, after 
showing some recovery last month, fell a further 
1.0%, and beef was 1.5% lower. But the meat, fish 
and poultry index declined only 0.7%, since fish 
and poultry were slightly higher. The dairy products 
and eggs index was down 0.9%, owing primarily to a 
decline of 3.7% in egg prices. This decline is usual 


price trend at all, these items keeping their annual 
upward pace of 3.8% per year. The advance of food 
prices, which had shown some faltering in the previous 
year, slow a bit to an an- 
nual rate of 7.3%. 


1952-1955 
The post-Korean period 
was the first one to show 


1955 
a reverse movement in both food and nonfood com- 


1952 


=a 
+1.3 


“OE 0.2 
+0.5 +4.8 


+0.3 
+2.4 


0 | 0 | 0 
Si ea! +1.0| +1.0 


for this time of the year, since egg production is at 
its peak. Fruits and vegetables were 0.2% higher, 
as the new potatoes appeared on the market. Coffee 
prices, which had been declining the last couple of 
months, rose 1.5%. 

Housing costs were 0.2% higher in March, with 
slight increases in rent, fuel, power and water and 
household operations. Housefurnishings and equip- 
ment, on the other hand, were down 0.1%. 

Apparel prices advanced 0.1% over the month, 
mainly because of higher leather prices. 

Transportation costs were down 0.2%. New as 
well as used cars were cheaper, but this decline was 
almost balanced by higher public transportation 
charges. The 0.3% rise in the sundries index was ow- 
ing to scattered increases in all its parts. The high- 
est increase (0.8%) was recorded by the recreation 
group. 

Compared with a year ago, food was 1.4% cheaper 
but all other commodity groups were higher priced. 
Over the year, transportation rose 4.8%, sundries 
2.4%, housing 1.8%, and apparel 0.5%. 


ponents. Food became cheaper at an annual rate of 
1.7%, while nonfood items became more expensive 
at almost the same rate (1.6%). Even the 1954 re- 
cession had hardly any impact on the upward price 
trend of nonfood items. And the first quarter of 1956 
seems to indicate that these basic trends are con- 
tinuing. 

Hetzen BacHNner 

Statistical Division 
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BUSINESS BIRTHS AND DEATHS 


VER A SPAN of almost six dec- 

ades the business population 

has shown notable growth. Between 

1897 and 1955, the number of United 

States firms grew at an annual rate 
of 1.6%. 

Like other measures of economic 
climate, business population has not 
moved at an even pace. It has surged 
forward rapidly at some times; at 
others it has. advanced little, or even 
receded. Perhaps the most marked in- 
fluence is the demand for the goods 
and services of industry. Barring the 
unusual years of World War Il, the 
count of business firms shows a close 
relation to turns in private nonfarm 
production. 

In recent years, however, while pri- 
yate gross national product climbed 
rapidly, there was a slowing in the 
growth of business population, Since 
1948, the annual rate of advance has 
tapered to less than 1%. Private non- 
farm GNP, on the other hand, has 
grown at an annual rate of 4.2%. 

This divergence between trends in 
output and the business population is, 
of course, a function of many changes 
that occurred during and since World 
War II. Manpower requirements of the 
armed forces, scarcity of materials for 
nondefense needs, and numerous op- 
portunities for high-paying employ- 
ment in war industries resulted in the 
withdrawal of vast numbers of small 
entrepreneurs from business during 
World War Il. As a result, the total 
number of firms in operation declined 
from 3.3 million in 1940 to 2.9 mil- 
lion in 1943. 

As World War 11 drew to a close, 
the gap that had appeared in the 
business population began to fill. Be- 
tween 1944 and 1951, the number of 
business firms grew at the astonishing 
rate of 5% per annum, twice as fast 
as the advance in private output during 
the same period. By 1948, the growth 
rate began to taper. It has dwindled 
erratically in the succeeding eight 
years. 

War and postwar movements in 
business population have been accom- 
panied by a shift in the composition 
of the business universe. In 1939, 
manufacturing firms comprised 6.9% 


<- 

Entry and discontinuance rates are number 
of new and discontinued businesess, respec- 
tively, per 1,000 firms in operation at 
beginning of year. 
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of the business population: in 1952, 
the proportion reached 7.9%. How- 
ever, since 1952, the absolute number 
of firms in manufacturing industries 
has declined consistently, while the 
total number of firms has risen slowly 
and the manufacturing share has sub- 
sided to 7.4%. Manufacturing out- 
put, in contrast, has climbed to new 
heights, and has been responsible for 
a significantly larger share of national 
income than in prewar years. 

Far more dramatic than the change 
in manufacturing units has been the 
increase in construction firms. As of 
the last count in 1955, the number of 
businesses engaged in contract construc- 
tion was more than double its prewar 
level. This is a notable example of the 
response of the business population to 
underlying demand. Starved by de- 
pression and war, construction sagged 
from 7.7% of the business population 
in 1929 to 6.2% in 1939, and to 
5.3% by 1944, Currently, it com- 
prises almost 11% of an enlarged busi- 
ness population, and it has continued 
to grow without interruption through 
two postwar recessions. The surge in 
construction population, however, has 
gradually brought demand and supply 
in this sector into closer balance. While 
new firms continue to enter the con- 
struction field, the net rate of increase 
has narrowed with each succeeding 
year lof the past half decade. 

In recent years lucrative employ- 
ment opportunities have provided 
an attractive alternative to business 
ownership. Higher operating costs and 
steeper investment requirements in- 
crease the risks attached to new ven- 
tures. The death rate runs_ high 
for untried enterprise. For example, 
55% of the firms newly established 
or acquired in 1952 were discon- 
tinued before they reached their 
second year. Based on postwar experi- 
ence, the life expectancy of a new firm 
is only 134 years. (Life expectancy of 
business firms increases as they grow 
older. Thus a 2¥Y2-year-old firm could 
expect to survive an additional 634 
years.) 

Despite the high casualty rates of 
infant firms, and the current slowdown 
in business growth, the business count 
has kept pace with population increases. 
There are now about twenty-six firms 
for every 1,000 persons in the United 
States; in 1939, as in 1929, the count 
was twenty-five per 1,000 persons. 
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SHIFTING PATTERN OF INDUSTRIAL COMPOSITION 
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U. K. FINANCIAL CRISIS CHRONIC OR CURABLE2 


T IS HARD to believe that a financial crisis 
I could threaten a country as prosperous as the 

United Kingdom. Yet a boom exists there side 
by side with a shaky financial superstructure. 

The boom is solid and hardly open to question: 
early in 1956, industrial production was up 42% 
over that in 1948. Measured by this factor, business 
activity in the United Kingdom is running ahead of 
our own—and the expansiveness and pervasiveness 
of our own prosperity has aroused wonder over the 
entire world. 

The fact that the United Kingdom is suffering 
from a financial crisis is also not open to question. 
With its production and trade structure, the most 
revealing figure is its foreign exchange holdings, 
more particularly, the most important part of its 
total foreign exchange holdings; its gold and dollar 
reserves. The most recent peak in its gold and dollar 
holdings was reached in June, 1954, when they totaled 
slightly more than $3 billion, Since then, there was 
a steady uninterrupted decline to the end of 1955. 
Some small increase has taken place in 1956, but 
not enough to indicate any real recovery. 

All in all, these reserves are nearly one third be- 
low their June, 1954, peak, but in early 1956 were 


Current Account Balance: Sterling Area vs. 
Rest of World, 1953-1955 


£ million 
1953 1954 1955 
United Kaingd oriiin..{ss vores « au oa ere ae 21 | -67 | -318 
Overseas sterling countries..........,....... 290 | 164] 137 
Total sterling areas. <.0cisiics 20 5 veel eumeee 311 97 | -181 


still well above the low points reached in previous 
crises. The postwar low of $1.4 billion came in 
the fall of 1949, when the pound was devalued. 
The crisis following the Korean war boom brought 
reserves down to $1.7 billion in June, 1952. Never- 
theless, reserves are now close enough to $2 billion, a 
level that the Treasury is reported to regard as a 
minimum. 

The boom in the United Kingdom has so far had 
only a relatively moderate effect upon the price level. 
Retail prices have risen more sharply than whole- 
sale prices, but are less than 10% above the mid- 
1954 level. What is cause for concern is that most 


of the rise took place during 1955, particularly in 
the last seven months, after steps had been taken 
early in the year to halt credit expansion and re- 
move the danger of inflation. 

The industrial boom and financial crisis are, of 
course, closely related. The crisis springs in part 
from the fact that there is a boom—that there is too 
much spending by consumers, businesses and govern- 
ment. Domestic output, though it has risen sharply, 
has not been able to keep up with spending. Such 
spending of necessity becomes evident in increased 
imports, or in what amounts to the same in its effect 


Balance of Payments: U. K. with Overseas 
Sterling Countries 
£ million 


1953 1954 1955 


Deficit of overseas sterling countries with 

United Kingdom ..225..40. 3. vente -156 | -272 | -215 
Capital outflow from the United Kingdom to 

overseas sterling countries................ 118 | 223 4 
Decline in balances in the United Kingdom of =a 

overseas sterling countries due to above 


transactions: 5). weil ieee e Seta obs oe — 38 | - 49 | -211 
Surplus of overseas sterling countries with 

nonsterlmg area... «nase sas eee eon 290 | 164] 187 
Total change in balances in the United King-|—|—___ 

dom of overseas sterling countries......... 252 | 115 | -T4 


upon foreign exchange resources: lessened exports. 
Demand at home is so great as to cut into the sup- 
plies available for export. 

The £200-million increase in exports reveals that 
the market for United Kingdom products was strong 
in 1955. But imports increased by twice that 
amount. The net of all current account transactions, 
including exports and imports, was a deficit of £103 
million, in contrast with the £205-million surplus in 
1954. What was cause for particular alarm was that 
the United Kingdom’s balance on current account! 
deteriorated most sharply with nonsterling-area 
countries, while its balance with overseas sterling- 

1The balance on current account of any country simply refers to 
the excess of payments made abroad for certain items over those made 
to it from abroad for the same type of items or vice versa. These 
items are generally known as current items as distinguished from 
capital items and consist of payments received for exports, income 
from abroad in the form of interest, dividends, tourist expenditures 
and their counterparts which result in payments flowing in from 
abroad. An excess of payments into a country is commonly charac- 


terized as a “favorable” balance on current account while an"excess 
of!payments abroad is known as an “unfavorable” one. 


BUSINESS RECORD 


wea countries changed only slightly. In 1955, there 
‘was a deficit of £318 million with nonsterling coun- 
tries and a surplus of £215 million with the overseas 
sterling countries. In the previous year, the figures 
were a deficit of £67 million and a surplus of £272 
million. The overseas sterling-area countries con- 
tinued to show a current account surplus in their 
transactions with the nonsterling-area world, but a 
smaller one than in 1954. The two sets of trans- 
actions taken together show how the sterling area as 
a unit fared. They also reveal the much greater de- 
terioration in Britain’s balance which resulted in a 
deficit for the whole of the sterling area in 1955. 
Within the sterling area, the overseas sterling-area 
countries usually run a current-account deficit which 
has been largly balanced by United Kingdom invest- 
ment in those countries. The table below shows the 
relationship of the two parts of the sterling: area. 


THERE IS A DILEMMA 


The slowdown of capital investment in 1955 by 
the United Kingdom in the overseas sterling coun- 
tries was the chief factor causing a decline the latter’s 
sterling balances in London. This development is one 
of the factors complicating the United Kingdom’s 
ability to curb inflation at home and at the same 
time keep all members firmly attached to the 
sterling area. 

The authorities have taken steps to curb spend- 
ing and consequently ease the strain that is evident 
in shrinking gold and dollar reserves. As always, the 
authorities are faced with a dilemma. Just how 
much restraint can they apply without strangling 
‘the boom? In presenting the new budget on April 
17, the Chancellor of the Exchequer, Harold Mac- 
millan, attempted to reinforce some of the measures 
announced previously on February 17. The subsidy 
on bread was completely removed. Taxes on dis- 

' ributed and undistributed profits were raised, as 
was that on tobacco. No details were given, but 
‘e promised to cut government expenditures by 

100 million. 

A series of measures were taken to encourage sav- 
ag, the most novel of which was a new issue of 
bonds which would earn no interest but would qualify 
the holder for a drawing every three months in which 
he might win tax-free prizes up to £1,000. The wide 
range of measures announced on February 17 to the 
Parliament by the Chancellor may be regarded as 
the basic measures with which the United Kingdom 
hopes to hold back inflation. First of all, the Bank 
Rate was raised to 5.5%. This was only the latest in 
a series of rises which had started in January, 1955, 
when the Bank Rate was 3%. The Chancellor also 
isked the banks to continue to reduce advances. 

Instalment purchasing terms have been tightened. 
~The down payment for cars, radios, TV sets, washing 
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machines, etc., is to be 50%, and for other items—for 
example, furniture—is to be 20%. The 50% down- 
payment requirement has been extended for the 
first time to such capital items as certain aircraft, 
ships and commercial vehicles and plant and machin- 
ery of all kinds. In February, 1955, down-payment 
requirements had been set at 20%, which was raised 
to 33-1/3% in July for many items. No change was 
made in the maximum repayment period of twenty- 
four months. 

Bread and milk subsidies have been cut, with sav- 
ings for this year expected to reach £18 million and 
£20 million, respectively. The subsidy on bread was 
removed completely on April 17. Subsidies still re- 
main on agricultural and food products as do price 
controls. Total agricultural and food subsidies in 
1955-1956 were estimated at £338 million. 

Capital expenditures by government, nationalized 
industries and private industries are to be cut. Proj- 
ects directly financed by the central government are 
to be reduced £20 million below the level planned for 
1956. “New Town” corporations are being asked to 
defer projects where possible. Restraints are being 
placed upon capital projects of local authorities. 
Nationalized industries are to cut their capital ex- 
penditures by £50 million. 
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The investment allowance for the write-off of 
capital equipment in private industry is being sus- 
pended, and the initial allowance is being restored in 
its place. The investment allowance, introduced in 
April, 1954, permitted businesses to write off 110% of 
the cost of new building and 120% of the cost of new 
plant. It amounted to tax-free deduction from earn- 
ings of 10% and 20% of new expenditures on build- 
ing and plant, respectively, in excess of that per- 
mitted by ordinary depreciation. Initial allowances 
only accelerate ordinary depreciation, so that more 
is recovered in the first years of the life of fixed 
investment. The capital issues committee was asked 
by the Chancellor of the Exchequer to maintain “a 
vigorously critical attitude” towards applications. In 
addition, he appealed to businesses that could finance 
new investment from internal sources to apply the 
same tests to the timing and rate of investment as if 
they had to borrow the funds. 

The list of steps taken is fairly extensive. But 
what is perhaps more important is that there was no 
return to physical controls. In particular, no direct 
controls were placed upon imports or upon new in- 
vestment. More emphasis was placed upon steps to 
curb the source of the strong demand for goods and 
services, but to leave market forces to operate other- 
wise unimpeded. 

Just how effective these measures will be, it is 
difficult to say at this time. In the case of the cuts 
in the capital expenditures of the government and 
nationalized industries, they must be regarded with 
some skepticism until more data are available. The 
cuts represent reductions in plans for 1956 and not 
necessarily cuts below actual expenditures in 1955. 
Comparative data were not given for 1955 and 1956. 
It is conceivable that expenditures in 1956 may still 
exert an inflationary thrust upon the economy. 


EFFECT IN 1956 


It would seem unlikely that the steps taken to deter 
private investment will have much effect in 1956. 
Towards the end of 1955, manufacturing companies 
forecast that their fixed capital expenditures in 1956 
would be increased 17%. Such expenditures in 1955 
were already up 18% above those of the previous 
year, despite two increases in the Bank Rate in 1955, 
one of one-half percentage point followed a month 
later by a full percentage point rise. 

New capital issues were up by £104 million over 
1954 in the face of the two increases in the Bank 
Rate. These increases had little effect on yields of 
ordinary shares and debentures in 1955, the average 
for the year being almost exactly what it was in 
the prior year. But rates were rising during the 
latter part of 1955 and early 1956. The jump to 5.5% 


See “Pruning Nationalized Investment,” The Economist, London, 
March 17, 1956. 


Gold and Dollar Reserves 


Figures on gold and dollar holdings, now published 
monthly, are generally taken as an indicator of the 
United Kingdom’s international position. Only to a 
limited extent can this be accepted as true. Like the 
cash account of an individual or a business, a country’s 
liquid reserves account does not reveal the whole 
structure of its financial assets and liabilities. 

In the case of the United Kingdom, we do not even 
have a complete statement of its cash balance, but only 
the gold and dollar holdings of the Exchange Equaliza- 
tion Account. Other dollar balances to the credit of 
the British government and of banks are not included. 
These latter balances are not inconsequential: as at the 
end of January, 1956, they amounted to $657 million, 
or more than 30% of the gold and dollar holdings of 
the Exchange Equalization Account. Moreover, the 
two accounts do not rise and fall in unison, and when 
one is increasing the other may be falling. 


The gold and dollar holdings of the Exchange 
Equalization Account are often referred to as the foreign 
exchange reserves of the whole sterling area, which they 
are not. Members of the sterling area do have the right, 
under now fairly long-standing arrangements, to draw 
upon these reserves to meet their own requirements for 
dollars. Correspondingly, any foreign currency earned 
by them is sold to the Exchange Equalization Account 
for payment in pounds sterling. 


This arrangement, whereby all sterling-area countries 
would put their foreign exchange resources into a pool 
from which they would draw when needed, has been 
maintained right up to the present. But members of 
the sterling area also have gold and dollar balances in 
their own rights as well as sterling reserves. 


For example, the International Monetary Fund re- 
ports that sterling-area countries other than the 
United Kingdom had about $4.5 billion of gold and 
foreign exchange holdings in mid-1955. Only $700 
million was in gold. Of the remainder of $3.8 billion, 
undoubtedly the larger part was in the form of sterling 
balances, and so constitute a potential claim upon the 
gold and dollar holdings of the United Kingdom; but 
part also was in the form of dollars. 

Some of the gold and foreign exchange holdings of 
the other sterling-area countries are needed as a reserve 
for their domestic money supply. The remainder could 
be used to make international payments. 

In determining the adequacy of foreign exchange 
reserves, liabilities must also be considered: debts 
which may eventually have to be repaid by drawing 
upon the United Kingdom’s gold and dollar balances, 
must be compared with the amounts available. Simi- 
larly, overseas investments by the United Kingdom, 
particularly liquid ones, must be taken into account. 


in February of this year can be expected to give an 
extra thrust to market yields in 1956 and conse- 
quently exert some further restraining influence on 
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new capital issues. Currently the London capital 
market is tight.1 But the principal effect of Bank 
Rate changes have been reflected in short-term rates. 
New issues were up in January, 1956, over a year ago. 

One of the first effects of increased Bank Rate is 
to increase capital issues rather than to shrink them. 
Companies using bank loans will look elsewhere in 
order to escape higher bank interest. Others who see 
the need for future capital funds may seek to provide 
for them in advance. These factors may explain the 
rise in new issues towards the latter part of last 
year. It may also point to the fact that companies 
may not have need for much new capital in 1956 in 
order to finance their expected expenditures on fixed 
plant and equipment. 

Furthermore, increased profits in 1955 and 1954 
may have enabled companies to finance a good part 
of their capital expenditures without recourse to the 
new issues market. Profits in 1955 were up 18% over 
1954, which in turn were 10% above 1953. 


INVESTMENTS STILL PROFITABLE 


The suspension of the investment allowance can- 
not be very effective in cutting back investment 
expenditures. What was profitable investment before 
will still be profitable investment now. Where an 
investment was unprofitable it would not be made 
profitable even with the existence of the investment 
allowance. What has been taken away was the extra 
gain accruing to profitable businesses in the form of 
a tax-free allowance. The greatest effect the sus- 
pension will have is that it will cut off a source of 
tax-free financing of future capital expenditures 
from current earnings. ’ 

The initial allowance which is being restored will 
result in 20% of the cost of machinery and equip- 
ment, and 10% of the cost of new buildings being 
recaptured in the first year. In other words, the 
cash flow-back will be greater in the first year under 
initial allowances than under investment allowances. 
Businesses that place great stress upon the quick 
recovery of capital expenditures will be assured of 
recovering the bulk of the expenditures in a shorter 
time under the system of initial allowances than 
under the usual straight-line depreciation. 

The new requirements on down payments in hire- 
purchase contracts seem heavy enough to curtail 
some consumer spending in this area. But how 
effective this will be in cutting back over-all con- 
sumer spending is doubtful. First of all, the area af- 
fected by the new restrictions amounts to about only 
10% of total outlays of consumers. The average 
Britisher is not so great a consumer of durable goods 
as the average American and consequently instal- 
ment purchases are not so important there. 

A second consideration is that retailers and manu- 

1See “Issues Under the Squeeze,” The Economist, March 10, 1956 
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facturers are looking for ways to soften the blow 
that has fallen on their customers. The urgency of 
finding some method of softening the impact so as 
to keep up sales varies from item to item. The rise 
from 15% to 20% in the down payment for furniture, 
for example, may not slow down sales substantially. 
The jump to 50% from 33-1/3% may be effective in 
cutting into the retail sales of washing machines, 
refrigerators, automobiles, radios, etc. The retailers 
of these items are attempting to sell on nine-month 
credit terms. Under these terms, a deposit is un- 
necessary, but the whole purchase price must be 
paid within nine months. Greater periodic pay- 
ments are necessary under this arrangement, but 
the high initial down payment is avoided. 

But what if the 5.5% Bank Rate and correspond- 
ing adjustments in the interest rate structure are not 
sufficient deterrents by themselves? At 4.5%, the 
deterrent to expansion was not very great, although 
it may have had some effect in slowing down the 
rate of increase. Evidently, it did not greatly dimin- 
ish the total volume of money at the disposal of con- 
sumers and businesses in the United Kingdom. Total 
deposits and currency (money supply in circulation) 
were at a recent high in December, 1954; and at the 
end of 1955 they had declined only £200 million, or 
less than 3%. A decline in deposits was partially off- 
set by an increase in currency in circulation. Some 
further declines took place in early 1956, but some 
of that must be attributed to the normal post- 
Christmas contraction in the money supply. 


' THE PROBLEM OF LOANS CONTINUES 


The demand from the public for loans was evi- 
dently so great in 1955 that the double boost of rates 
in February of that year was not a sufficient deter- 
rent to their further expansion. The London clearing 
banks maintained their liquidity ratios (the ratio 
of cash, call money and bills to gross deposits) by 
the sale of gilt-edge securities. The result was to de- 
press the price of the securities and increase their 
yield; and it was also one of the means whereby the 
rise in Bank Rate was transmitted to the long-term 
market. The banks used part of the proceeds from 
the sale of the securities to make advances, which rose 
quite sharply to July and then dropped off some- 
what; and they put the rest into Treasury bills, 
which supplied them with earning liquid reserves. 

The monetary authorities evidently did little to 
contract these liquid reserves of the clearing banks. 
The supply of Treasury bills was not reduced and 
bankers’ balances at the Bank of England showed 
only a minor reduction. These are two important 
elements of the liquid reserves of commercial banks 
which the monetary authorities could affect directly. 
This failure of the monetary authorities in 1955 
to squeeze these liquid reserves is being recalled by 
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some of the critics of the present policy who are 
clamoring for action to support the 5.5% Bank Rate, 
primarily by reduction in the supply of Treasury bills. 
By the end of 1955, the liquidity ratio was 37.4%, 
up from the 34.3% at the end of 1954. Since the be- 
ginning of the current year, the ratio has fallen back 
to 34.3%, largely owing to the seasonal surplus of 
the Treasury and the repayment of its floating debt; 
but at mid-February it was still above what it was 
at the same time in 1955. Deterrents to further credit 
expansion are now greater, but the existing higher 
liquidity ratios put the banks in a stronger position 
to continue making advances should they desire, 
and should the demand be there. 

The question remains: what will the monetary 
authorities do if bank loans should continue to grow? 
One point that will be kept in mind in any action is 
the heavy bond redemptions due next August, when 
£840 million of the 1954-1956 national war bonds fall 
due. Refunding of these bonds and the funding of 
short-term debt will put some pressure on liquidity 
ratios. But the terms must be attractive enough 
or else the operation will result in an unfunding in- 
stead, and further increases in Treasury bills. 

It is possible that the banks might resist any fur- 
ther increase in the demand for advances despite the 
slack in their liquidity position, on the ground that 
they would be overexposing themselves to risks in 
further loans. And if they should be compelled to 
sell gilt-edge securities in order to make loans, their 
loss would be greater this time. Furthermore, with 
yields on Treasury bills above 5%, there might be a 
strong temptation to play it safe with that return 
rather than expose themselves to unknown risks for 
extra returns from loans to industry. 


THE DIFFICULTIES IN THE WAY 


The Bank Rate was raised to 544% to curb spend- 
ing and ultimately to redress the deficit in the British 
balance of payments. To the extent that the rise 
makes both businesses and banks reluctant to bor- 
row, the policy may be effective in reversing the 
deteriorating balance of payments. 

But the attempts to tighten the money market 
began in February, 1955, and have not yet been 
successful. Keeping the general level of rates so 
high for so long a time raises several dangers and in- 
volves certain costs for the British balance of pay- 
ments. And the difficulties thus raised may persist 
long after the level of interest rates drops. 

First of all is the cost of servicing the nearly £4 
billion of sterling balances. These are held in several 
forms: bank balances, Treasury bills, and longer- 
dated securities. The balances held in Treasury bills 
were affected first. Foreign holders of Treasury bills 


1See “Reinforce the Bank Rate,” The Economist, London, March 8, 
1956. 


renewing their investment in current bills bearing 
the higher rates that now rule benefit from in- 
creased income. Since the yield on Treasury bills 
is about three percentage points above what it was in 
February, 1955, and the amount of sterling balances 
in Treasury bills, money at call, etc., may amount 
to one third of the total (no official data are avail- 
able upon the breakdown of the investment of ster- 
ling balances) it is evident that a substantial in- 
crease may result in the interest payments to over- 
seas holders of these balances. 

Furthermore, the longer the high Bank Rate is 
kept in effect the greater will be its influence in 
raising the yields of longer-dated securities and the 
greater the opportunity for the holders to convert 
their old securities into new ones carrying a higher 
rate. If the exchanges are made for new securities 
of like maturity, the United Kingdom’s external 
balance will have to carry the burden of enlarged 
overseas interest payments for a long time to come. 

Just how heavy the financial burden will be would 
depend on the extent to which interest rates might 
rise and the length of time they remained at the new 
higher level. The burden would not be inconsider- 
able. Assuming that the yield of half the sterling 
balances is affected by an increase of three percent- 
age points, some £60 million would be added to the 
amount paid overseas as interest. This alone, with- 
out taking into account the additional amounts that 
would have to be paid on the remaining half of ster- 
ling balances, would be sufficient to convert Britain’s 
traditional surplus on “interest, profits and divi- 
dends” into a deficit. 

Secondly is the threat made to London’s tradi- 
ditional role as an international financial center. 
There has been a world-wide upward trend in in- 
terest rates over the past year or so, but the rise in 
the United Kingdom has been greater than in other 
countries. As long as it seemed likely that the greater 
rise in the United Kingdom would only be tempo- 
rary, borrowers were reluctant to disturb their cus- 
tomary relations with their London lenders for a 
small saving in interest costs. But now that rates 
have been raised sharply again, that expectation is 
changing and traders have been seeking short-term 
financing in other centers. 


INTERNATIONAL CAPITAL MARKETS 


The tendency to look elsewhere for funds is also 
true of long-term borrowers. There have been noted 
a number of cases of sterling-area countries floating 
loans in Switzerland, the United States, Canada and 
Amsterdam instead of in the London capital market. 
Even before the Bank Rate was raised to 5.5%, it 
was reported that the Netherlands was benefiting 
from customers switching to a country where credit 
was plentiful and rates lower than in the United 
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Kingdom. Towards the end of last year, how- 
ever, Holland’s monetary authorities took steps 
to curb credit expansion for international short-term 
financing and the floating of international long-term 
loans. The inflationary impact of such credit expan- 
sion had been too strong for the monetary authori- 
ties not to take alarm.t 

A third threat is the difficulty that has been cre- 
ated within the sterling area itself. One of the prin- 
cipal features of the sterling area was the relatively 
free movement of capital within its parts. In keeping 
with this, the overseas countries usually looked to 
London for their long-term capital needs. But with 
the tightening of the London market and its higher 
rates, the overseas sterling-area countries found they 
could obtain funds there only at rates above those 
in their local market and therefore more than they 
were willing to pay. Consequently, the flow of 
capital from London to overseas dwindled. But not 
so the flow of short-term money to London from 
the overseas sterling-area countries: the higher inter- 
est rates naturally attracted such funds. 

The net movement of such funds to London im- 
posed strains on the local money markets and reduced 
the official holdings of sterling, since sterling funds 
to be invested could ordinarily be obtained only from 
the central banks. The overseas countries were com- 
pelled to take one of two courses: raise interest rates 
sufficiently to discourage outward flows or impose re- 
strictions on capital movements. Rather than raise 
local interest rates with adverse effects on domestic 
business activity, most of the countries imposed 
capital and import controls. 

With the London rate now at 514%, the same dis- 
parity will continue in interest levels and capital 
flows. Will the controls be intensified or will mone- 
tary rulings be made to counter these pulls on the 
overseas countries? Evidence is mounting that in- 
creasing use is being made of monetary and fiscal 
policy—in Australia most recently, but also in Ire- 
land, South Africa, and New Zealand, the general 
policy is developing of raising the cost of credit, 
tightening terms of hire purchase, and the like. 


1See “Dutch Challenge to U. K. Curbed,” The Statist, London, 
February 11, 1956. 
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In the long run, it is to be expected that Britain’s 
ultimate victory or defeat will depend upon its do- 
mestic industry. The United Kingdom is basically in 
the position of importing raw materials for its indus- 
tries to turn into products for its people at home and 
for export to pay for its imports. Furthermore, to 
feed its people it imports heavily from overseas 
sources; and while it has reduced its dependence in 
this respect, estimates place the value of imported 
food at about half of total consumption. 

Increased living standards in the United Kingdom 
are greatly dependent upon the fact that increased 
industrial activity at home should engender enough 
exportable products to pay for both the raw materials 
needed to satisfy industry and food needed to satisfy 
consumers. 

The charts on pages 218 and 219 attempt to show 
how the principal exports and imports of the United 
Kingdom have reacted to the course of industrial 
production within the country. 


FUEL AND POWER 


Industrial output and the use of fuel and power 
have an obvious connection in a modern industrial 
economy. The increasing use of fuel suggests the in- 
creasing use of machinery and the possibility of 
greater output per man. In a labor-short country 
such as the United Kingdom increasing mechaniza- 
tion is a necessity if productivity is to increase. 

For the United Kingdom, fuel has meant coal, with 
which it was well endowed. But many years of work- 
ing the mines has made coal operations more diffi- 
cult, and coal output today is about what it was 
prewar. Productivity in 1955 was only 8% above 
what is was seventeen years ago; consequently, the 
number of wage earners employed was down by a 
very modest 10%. For an industrial economy turning 
out goods at 164% of its 1938 rate, failure to raise 
output in a key fuel will act as a strong restraining 
influence in further advances in industrial output. 
Fuel is necessary to keep industry going, to keep 
trains running, to heat and light homes, etc. Without 
it, otherwise valuable resources are worthless. Or 
failing to advance the output of such a fuel as coal, 
an alternative must be sought. 


United Kingdom's Petroleum Trade Account in 1938, 1949-1955 
Millions of gallons 


Crude Petroleum 


Refined Petroleum! Total Petroleum 
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Such, of course, is exactly what has already oc- 
curred. Petroleum and its products have already 
been increasingly used in the United Kingdom, and 
plans have been made for the increasing use of nu- 
clear power.' Petroleum has not yet seriously dis- 
placed coal, but its use is growing. Coal accounts 
for 85% of the energy needs of the United Kingdom 
emanating from coal and oil, as against about 93% 
before the war. The energy arising from water power, 
the remaining major source, has not changed much 
since 1938. 


1“A Programme of Nuclear Power,” Cmd. 9389, February, 1955, 
HMSO, London. 


It is very probable that the use of petroleum would 
have grown whether coal was abundant or not. Fuel 
in liquid form has an obvious advantage for some 
uses; for example, motor and air transport. And it 
is cheaper to use petroleum-powered diesels instead 
of coal-powered locomotives. But it is unlikely that 
the use of petroleum would have increased as much 
as it has in the United Kingdam were it not for its 
inability to increase its coal output substantially. 
Apart from whatever advantages it may have over 
other fuels, petroleum has one big disadvantage from 
the viewpoint of the United Kingdom: it has to be 
imported. Indigenous output comes to less than 1% 
of the country’s imports of crude petroleum. 

It is always tantalizing—and most often fruitless— 
to imagine what might have been. But it is worth 
while in this case to see what a big difference could 
have occurred in the United Kingdom’s balance of 
trade in the postwar period if coal output could have 
been increased to cover all needs now served by petro- 
leum—in 1955, it would have saved £258 million, 
nearly three tenths of its deficit on trade account. 
(The assumption makes no allowance for the natural 
growth of petroleum products.) 


BEST OF A BAD SITUATION 


Since the United Kingdom was forced to import, 
it made the best of a bad situation. In 1938 and the 
early postwar years, it mostly imported refined 
products. But the importation of refined products 
is a costly process, because it means paying for some- 
one’s else labor with foreign exchange. The building 
of refineries, taking advantage of the domestic engi- 
neering industries and the local construction industry, 
was a worthwhile investment in terms of power needs 
and savings in foreign exchange. 

The petroleum industry has now been built to a 
point where the United Kingdom in some years sells 
abroad more refined petroleum products than it buys 
from abroad. But while the refinery industry has be- 
come a source of foreign exchange earnings, the 
country still runs a large deficit in its over-all petro- 
leum account. Indeed, the year 1954 may have been 
the last one in which exports of refined petroleum 
products can be so readily expanded. The return of 
the Abadan refinery and the commissioning of new re- 
fineries east of Suez may dampen the demand for 
Britain’s refined oil products. 

The structure of the petroleum account has under- 
gone a complete turnabout; whereas before the war, 
crude petroleum was a relatively minor element in 
the total, in the postwar years it has grown to over- 
shadow completely the other parts. The story in 
gallons actually understates the relative improvement 
that has taken place in the petroleum account, be- 
cause the sharp increase in imports has been in crude 
petroleum, which is relatively cheap, while the in- 
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crease in exports has been in the more costly refined 
products. As early as 1953, the United Kingdom was 
exporting more refined products than it was import- 
ing but it was able to hold that slim margin only up 
through 1954. 

The development of nuclear energy may do much 
to relieve the fuel difficulties of the United Kingdom. 
But no real help can be expected from this source in 
the near future, say within the next five years. The 
British White Paper on nuclear energy, which has 
been regarded by some as optimistic, estimates that, 
by 1975, nuclear power stations might be able to 
displace 30 million to 40 million tons of coal per year. 
Even by 1985, when the equivalent of 458 million 
tons of coal would be needed, on the assumption of 
a doubling of the plane of living, nuclear power sta- 
tions would be able to provide the equivalent of only 
about 100 million tons. It is expected that petro- 
leum will be able to provide the equivalent of 150 
million tons. Coal, therefore, would still be called 
upon to supply the bulk of the fuel supplies of the 
United Kingdom. This only emphasizes the need for 
efficient operation of coal mines and the need for 
efficient consumption of coal so as to get the most 
out of each ton brought to the surface. It is esti- 
mated, for example, that 20 million to 30 million tons 
of coal per year could be saved if steps were taken 
to burn coal more efficiently both in: homes and in 
industry.” 

J. Frank Gaston 
Division of pie Economics 


1A Programme of Nuclear Power,” op. ci 
2See Sir Francis Simon, “Nuclear Energy eA the Future,” Lloyds 
Bank Review, April, 1955. 
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(Continued from page 199) 


Times, April 7)—“The copper industry is in an excellent 
position to maintain steady growth during the next few 
years... . 

“William Amelung . . said this healthy prospect is 
likely to materialize ‘even if prices should stabilize at a 
level considerably lower than at present.’ . . . 

“The world’s copper supply and the demand for the 
metal ‘should be in approximate balance for the next three 
years,’ he said, ‘if the economic conditions persist in their 
present trends.’ 

“In his discussion of the probable demand for the 
metal, Mr. Amelung said that although copper ‘has been 
faced with substitutes throughout the ages, and yet has 
continued to increase in consumption, a very important 
new fact to consider is that it has never been confronted 
with such an aggressive competitor as aluminum is today.’ 

“Increases now taking place in aluminum capacity and 
planned for the future will act as a check on the rate of 
increase in copper production,’ he said. . . 
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“Predicting the price of copper, Mr. Amelung said, is 
‘most hazardous.’ 


“It is the general consensus,’ he reported, ‘that even if 
given a balance of supply and demand, the price should 
not fall below 30 to 35 cents.’ The present price quoted 
by major American producers is 46 cents. 


“In order to meet future increases in demand if the 
uptrend continues anything like it has in the past,’ he 
said, ‘industry will have to expand production from cur- 
rent mines or search for and develop new ones. A steady 
price in excess of 30 cents a pound will be required in 
order to expand production from known low-grade re- 


> 


serves. 
Construction 


John M. Dickerman, executive director of the National 
Association of Home Builders (as reported in the New 
York Herald Tribune, April 3)—‘Although the housing 
industry still is plagued by the high cost and shortage of 
mortgage money and suitable land, homebuilders are gen- 
erally optimistic about the market outlook for the spring 
and summer months, John M. Dickerman . . . re- 
ported... . 


“‘While there is general agreement that the industry 
probably will not equal the 1,330,000 starts recorded in 
1955, it now is believed that the decline in starts which 
set in last fall has ended.’ 


“Although the over-all housing picture is now regarded 
with more optimism than it was a few weeks ago, Mr. 
Dickerman pointed out that conditions vary widely in the 
individual cities and communities across the land. This 
was emphasized by an informal poll taken of key members 
of NAHB... . 


“The poll reflected uneven market conditions with those 
areas, particularly on the west coast, which had experi- 
enced an exceptionally rapid growth in the past, now fac- 
ing a decline in volume more severe than that expected 
for the over-all economy. Conversely, the areas of slower 
and more stable growth are expected to produce a hous- 
ing volume equal to and, in some cities, larger than last 


VEATICn « c 
Electrical Industry 


Electrical World (April 2)—‘About one out of every 
six new homes built in 1965 will be weather conditioned 
by heat pumps, forecasts an important industry pro- 
ducer. This means selling 210,000 heat pumps (85% resi- 
dential) to a market of 1.2 million new homes expected 
to be built in 1965. Backing up this forecast is a predic- 
tion of lower prices and a wider range of sizes—possibly 
9., 8-, 5- and 7-ton units. . . .” 


Rail Equipment 


Barron’s (April 9)—“In the traditionally feast-or-famine 
business of producing rail equipment, 1956, it now appears, 
will be one of the fat years. Current estimates are about 
75,000-80,000 freight cars will be turned out this year, 
with the heaviest deliveries schedules for the fourth quar- 
ter. That figure would be nearly twice the 41,000 pro- 
duced in 1955, and more than triple the meager 22,000 
in 1954. 


ILLNESS INSURANCE COSTS ON RISE 


HE INSURANCE method of meeting the more than three out of five Americans were covered 
expense of hospital care has grown so popular by hospitalization contracts at the beginning of 1955, 
in the two decades since it was introduced that and almost 44 cents out of every dollar privately ex- 


Hospitals and Insurance Up More Than Other Consumer Medical Care Items 


CONSUMER SPENDING 
ON MEDICAL CARE 


8 BILLIONS OF DOLLARS 


PER CENT OF TOTAL 


PERSONAL CONSUMPTION 
EXPENDITURES. 
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pended for hospital services in 1954 was met by vol- 
untary insurance plans. Other types of medical care 
insurance have also become increasingly important, 
though not so prevalent as hospitalization benefits. 
In January, 1955, surgical expense contracts covered 
52% of our total population and regular medical ex- 
pense contracts 29%. 

The latter two got started later than hospital ex- 
pense insurance. Their growth since the end of 
World War II, however, has been at a faster rate, 


Insurance Against Medical Care 
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a fact that has been interpreted to mean that they 
are in the process of “catching-up.” (See chart on 
this page.) During 1954, the proportion of the popu- 
lation with each type of protection increased as 
follows: hospital expense—2.5%; surgical expense— 
4.2% and regular medical expense—8.7%. The pro- 
portion of persons with the newest and broadest 
form of protection, major medical expense insurance 
increased almost 80% but, even so, the 2.2 million 
they numbered in January, 1955, was little more 


Costs Covers More Persons 
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than 1% of the total population. (See box, page 227 
for a description of each type of insurance.) 


CONSUMER SPENDING FOR MEDICAL CARE 


In 1954, consumers spent a total of $10.5 billion 
for all the goods and services which comprise medical 
care. Less than $3 billion was so expended in 1939, 
and less than $8 billion in 1949. Included under the 
heading “medical care” are items of prevention as 
well as cure; they encompass such a wide variety 
of purchases as sun goggles, chiropractors’ treat- 
ments, and hospital services. 

While over the fifteen years elapsing between 1939 
and 1954 the aggregate spent by consumers on medi- 
cal care has almost quadrupled, consumer purchases 
of all goods and services have risen almost to the 
same extent. Thus, the share of total personal con- 
sumption expenditures allocated to medical care has 
remained remarkably steady over the period—hover- 
ing between 4% and 444%. (See top half of chart 
on page 224.) 

Within the medical care total, however, there have 
been significant shifts among the component items. 
For example, hospitals accounted for 27 cents in 
1954, 10 cents more than in 1939. Physicians also 
received 27 cents out of the medical care dollar in 
1954, but this was 3 cents less than they received in 
1939. Expenditures for dentists and other professional 
personnel, as well as for medicines and appliances 
have also declined in relative importance; 7.e., their 


Table 1: Number of Persons with Hospital, Surgical, and 


Medical Expense Coverage, January |, 1955 
In Thousands 


. Regular Major 
co Medical Medical 


Type of Insuring Organization 


Insurance companies 


Group insurance............. 35,090 | 35,723 | 15,778 1,892 
Individual-policy insurance. ..} 25,338 | 21,442 | 6,513 806 
Unadjusted total............ 57,165 | 22,291 2,198 
Deduction for duplication in 
insurance company coverage 4,359 1,570 a 
INGGLOtAN ioc. Kewins ce ates 52,806 | 20,721 2,198 
Blue Cross—Blue Shield plans. . 34,899 | 24,668 387 
Independent plans............ 4,801 | 4,908 b 
Grand ‘total... eee weer ctw. 92,506 | 50,297 | 2,235 
Deduction for duplication in 
type of insuring organization 6,616 | 3,049 a 
Net total of persons covered.}101,493 | 85,890 | 47,248 | 2,235 
Primary coverage.......... 927 


Dependents’ coverage...... 


For a description of each cd a of insurance, see text. Ordinarily people with 
surgical expense coverage also have hospital expense coverage, ani people with 
regular Aoi tg) expense coverage usually have both hospital and surgical expense 
insurance. Thus the 47 million teers as being covered for regular medical 
expense insurance really have all three types of coverage. 

aAny duplication that may exist is considered to be negligible in amount. 

bSome independent-plan contracts, although providing quite broad benefits, 
are not classi as major medical expense insurance here. In general, such con- 
tracts are more in the nature of very liberal hospital, surgical, or regular medical 
expense coverage of customary type, and they are accordingly included in these 
categories. 

Source: Health Insurance Council 


share of the medical care dollar was 21 cents and 
15 cents, respectively, in 1954, a loss of 7 cents and 
5 cents since 1939. Insurance overhead, in fact, is 
the only subgroup other than hospitals that has ac- 
counted for an increasingly larger portion of medical 
care spending by consumers over the fifteen years 
under study. The 10 cents represented by the cost 
of providing medical care insurance in 1954 was double 
the share going to this item in 1939. (See bottom half 
of chart on page 224.) 


WHY HOSPITAL EXPENDITURES ARE UP 


Commenting on changes within the medical care 
dollar between 1929 and 1953, and particularly on 
the rising expenditures for hospital services, an 


American Medical Association study points out that. 


“population increase and especially the big baby crop. 
of the postwar years have, together with health edu- 
cation, increased greatly the demands for hospital 
care. In 1929, only 29% of the United States births. 
occurred in registered hospitals, but in 1953 the per- 
centage was 85; and, in some states the percentage: 
was as high as 98. . . . The number of patient days. 
in nongovernment hospitals rose from 77 million in 
1929 to 123 million in 1953 . . . the phenomenal 
health progress attained during this quarter century 
would probably have been impossible if the portion. 
of the medical care dollar going to hospitals had not. 
increased sharply.”! 

Greater demand, combined with generally rising: 
costs, brought with it higher prices. In fact, hos- 
pital prices have gone up much more sharply than. 
other medical care items, a second reason why hos- 
pitals have become a larger component of the medical 
care dollar. Hospital room rates increased 213%, 
between 1939 and 1954, while the all “medical care- 
and drugs” group of the BLS consumer price index: 
increased 73%. 


INSURANCE OVERHEAD ALSO UP 


“ The item labeled insurance in the chart on the- 
medical care dollar requires some explanation—andi 
adjustment. According to the Department of Com- 
merce, it includes premiums less claims for accident: 
and health insurance, mutual accident and sick bene-- 
fit associations, and group hospitalization associ- 
ations. It also covers administrative and medical! 
expenses of group health associations and student. 
fees for medical care. The actual benefits of policy-. 
holders are placed, as they should be, with the expen-. 
ditures for specific items, such as hospitals, physi- 


1Frank G. Dickinson and James Raymond, “The Economic Position- 
of Medical Care, 1929-1953,” Bulletin 99, Bureau of Medical Eco-- 
nomic Research, American Medical Association, 1955, pp. 15 and 25. 
For the shorter period over which we are comparing the distribution 
of the medical care dollar, Dr. Dickinson has informed us that the- 
number of patient days in nongovernment hospitals rose from 85 mil-~ 
lion in 1989 to 124 million in 1954. 
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cians, etc. Total personal consumption expenditures 
on insurance, according to this concept, rose from 
$153 million in 1939, to $557 million in 1949, and 
$1,096 million in 1954. 

There is a hitch, however, in that some of the 
insurance is not for a specific service benefit or to 
reimburse the individual for outlays on medical care, 
but rather to replace loss of earnings owing to ill- 
ness or accident, or to provide stated cash payments 
for each week of disability. It is questionable 
whether administrative costs for this type of insur- 
ance belong with medical care expenditures, although 
there is no question that they are important in the 
over-all picture of economic loss resulting from sick- 
ness. Estimates of the distribution between income 
loss and medical care insurance, published by the 
Social Security Administration, indicate that the 
insurance overhead figure would be about cut in half 
were income-loss insurance excluded. The totals then 
became approximately $250 million in 1949, and 
$600 million in 1954. 


INSURABLE BILLS—AND PEOPLE 


It is important to consider the extent to which bills 
for medical care can or should be met through insur- 
ance before evaluating the extent to which they are 
met. Many experts believe that the insurance idea 
should be reserved for losses that are infrequent and 
of financial consequence. Payment of so-called “‘five- 
and-dime” claims, they argue, increase the adminis- 
trative expenses of operating an insurance plan out 
of proportion to the value received. Relatively small 
or regularly recurring items of expense, they suggest, 
can be more economically handled by family bud- 
geting. 

It is also important to consider the extent to 
which various groups of persons can or should be 
covered by medical care insurance before evaluating 
the extent to which they are covered. Some may 
have no need for such coverage, others may be un- 
able by virtue of low incomes or special character- 
istics to obtain it. Members of the Armed Forces 
who receive treatment directly from the govern- 
ment fall in the first group, as do inmates of insti- 
tutions. Public assistance recipients and retired aged 
persons are examples of the second category. After 
weighing all these factors, one student of medical 
care financing concluded that 75% to 80% may be 
the maximum of the population that is potentially 
insurable for medical care under present plans.1 


EXTENT OF COVERAGE 


Against this background, the relative gains made 
in voluntary medical care insurance coverage and 
benefits have been remarkable indeed. In the chart 


1Oscar N. Serbein, Jr., “Paying for Medical Care in the United 
States,” Columbia University Press, 1958, p. 392. 
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What Each Insurance Provides 


e The benefits of voluntary hospital expense in- 
surance are of two kinds: benefits toward meet- 
ing the hospital’s daily room-and-board charge, 
and benefits toward meeting the hospital’s bill for 
ancillary services. Today’s policies provide pay- 
ments toward the daily room-and-board bill that 
are much larger than formerly, and the maximum 
number of days for which room-and-board are 
paid has been increased. Concerning ancillary 
services, most contracts now being issued include 
unallocated benefits in reimbursement of prac- 
tically all types of charge incident to hospital 
care—such as for anesthesia or for use of the 
operating room. 


e Generally, in surgical expense insurance, the 
policy or subscription contract contains a sched- 
ule listing most surgical procedures and specifying 
the maximum dollar amount payable with respect 
to each. For surgical operations not listed on the 
schedule a benefit in line with the listed amounts 
is usually paid. The trend of recent years [is] 
toward more liberal surgical expense protec- 
tion. . . . Schedule amounts have steadily in- 
creased. Also, the conditions under which benefit 
payments are made have been gradually broad- 
ened, within the limits of sound insurance practice. 


e Three types of physician’s call for nonsurgical 
care are distinguished in regular medical expense 
insurance: In-hospital calls, home calls, and office 
calls. Many families prefer to budget against the 
cost of home calls and office calls, where the ill- 
ness or injury is usually less serious, and to insure 
only against the cost of in-hospital calls. Conse- 
quently, much regular medical expense protection 
is on an in-hospital basis. However, very broad 
protection is also available, including benefits not 
only for hospital, home, and office calls but also, 
in some cases, for the extra costs of such items 
as special diagnostic examinations. 


eIn general, major medical expense imsurance 
[not charted] not only goes beyond the usual 
policies and plans in protecting against heavy hos- 
pital and doctor bills, but it also protects against 
almost all other types of expense arising directly 
from the disability, including such costly items 
as special-duty nursing expenses and charges for 
drugs and medicines, Moreover, major medical 
expense insurance ordinarily pays benefits whether 
hospitalization is involved or not. Major medical 
expense contracts are usually characterized by a 
maximum limit on the benefits payable, a “deduct- 
ible” amount, and a “coinsurance” percentage. 


(These are the definitions given by the Health 
Insurance Council in “The Extent of Voluntary 
Health Insurance Coverage in the United States 
as of December 31, 1954,” Final Report on Annual 
Survey, pages 8, 9, and 19.) 
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Table 2: Voluntary Insurance Benefits Compared with 
Private Expenditures for Hospitals and Physicians 


Amounts in millions of dollars 


Item 


Voluntary insurance benefits 


Hospital services" 5... eiirehs « te dieters vn eee 455 
Physicians’services «(..2 .smc wie « + visits «foes 151 
Total sSciacas sates Siehes:s tere iewienieto stones 606 
Total private expenditures? 
Hospital services! iccitercisiclets <2) saya seaelels 1,855 
Physicians Services... ster ss. = o omieieusigie snc 2,297 


Percentage of expenditures met by insurance 
Hospttal services: seccserenieie sss nists scree ae 
Physici : 


BICIANS SETVICES* So es cls cs ence te 


1Both benefits and expenditures include some payments for outpatient services 


._ Social Security Administration estimates of private expenditures for these twoe 
items are somewhat higher than Department of Commerce estimates charted on 


page 224. In addition, the figures shown here include expenditures for obtaining 
insurance which are given in a separate category in the consumer spending data. 


_ Slight overstatement, because benefits, but not expenditures, unavoidably 
include some payments for services other than those received from physicians (i.¢., 
nurses, dentists, laboratories). 


_,aThis total is not entirely confined to voluntary programs since it includes $13.5 
million in expenditures for hospital and medical benefits resulting from insurance 
rovided through private carriers under the public temporary disability insurance 
laws in California and New York. Not included, however, is the $5.7 million paid 
from the state fund in California for hospitalization. 


Source: Social Security Administration, “The Growth of Voluntary Health Insur- 
ance: 1948-54,” in the Social Security Bulletin, December, 1955 


on page 225, the three sets of bars show the increas- 
ing percentage of the population with each type of 
insurance protection, and the table on this page 
gives government estimates of the growing propor- 
tion of hospital and doctor bills met by insurance 
plans. 

At the beginning of 1955, hospital expense con- 
tracts covered 101.5 million persons; surgical expense, 
86 million; regular medical expense, 47 million; and 
major medical expense, 2 million. The total popula- 
tion of the United States on January 1, 1955, num- 
bered 164 million persons, of whom three out of five 
had hospital expense insurance protection; one out of 
two, surgical; three out of ten, regular medical; and 
one out of one hundred, major medical. Just prior 
to World War II, even hospitalization insurance cov- 
ered fewer than one out of ten persons, while only 
one out of twenty-five had surgical expense insur- 
ance, and one out of fifty regular medical. Major 
medical policies are a more recent development alto- 
gether. 

The insurance contract may provide benefits not 
only to the employed or primarily insured person, 
but also to his dependents—usually the wife and 
minor children. Breakdown of the total in table 1 
between persons with primary coverage and those 
with dependents’ coverage shows that well over half 
the protection furnished by voluntary medical care 
insurance applies to dependents. 


IMPORTANCE OF BENEFITS ; 
Information on the type of insuring organization 
is also contained in table 1. It shows that commer- 


cial insurance companies account for the major part 
of hospital, surgical and major medical expense 
coverage, while nonprofit Blue Shield plans are in the 
lead for regular medical expense coverage. The order 
of importance is not the same, however, with respect 
to benefit payments. Blue Cross is the chief pro- 
vider of hospital benefits, accounting for 49% of 
the $1,442 million for this service in 1954. It is not 
possible to separate benefits for surgical care from 
benefits for other treatment by doctors. For all 
physicians’ services combined, insurance plans played 
the major role, paying for just over half of the $737 
million total in 1954. 

In summary, the aggregate dollar value of insur- 
ance benefits for medical care was $2.2 billion in 1954, 
two thirds of which went to hospital services, one 
third to surgical and other treatment by doctors. 
According to estimates prepared by the Social Secur- 
ity Administration, almost 44% of total private ex- 
penditures to hospitals, and 23% of such expendi- 
tures to physicians were met by insurance benefits in 
that year. Just half a dozen years earlier (the first 
year for which comparable statistics are available), 
insurance benefits for medical care totaled only $.6 
billion, with hospitals receiving three fourths, physi- 
cians one fourth, and with benefits accounting for 
2414% of private-hospital and 614% of physicians’ 
bills. (See table 2.) 


AS A FRINGE BENEFIT 


One reason for the sharp growth in medical care 
insurance protection in the past fifteen years is that 
it represents one of the many employee benefit pro- 
grams brought into the collective bargaining picture 
during World War II and since. In early 1954, as a 
“fringe benefit” under union contracts, an estimated 
11 million workers were covered by health and in- 
surance plans. Of these, 88% had hospitalization in- 
surance; 83% surgical expense protection; 47% medi- 
cal expense coverage; and 73% accident and sickness 
insurance, which provides the type of weekly cash 
benefit discussed in the next section.1 Not only did 
the number of workers covered by health and insur- 
ance plans under collective bargaining increase by 
55% between mid-1950 (when they numbered about 
7 million) and early 1954, but there were also a large 
number of liberalizations agreed upon in existing 
programs. 

It should be noted here that when an employer 
makes group insurance available to his work force, 
he might finance it entirely himself, or he might 
share the cost, or the employee may pay for the whole 
bill. Information obtained by Tue Conrerence 


1These percentages are based on the reports of plans covering 
anpreesaey 8.7 million workers for which a breakdown of the 
individual benefit coverage was available. See Evan Keith Rowe, 
‘Health, Insurance and Pension Plans in Union Contracts,” Monthly 
Labor Review, September, 1955. 
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Boarp from 438 companies which provided hourly 
paid employees some type of group benefit in 1954, 
throws light on this question of who pays. The em- 
ployer shoulders the entire cost of the employees’ 
benefits in 35% of the 426 plans providing hospital- 
ization; in 37% of the 410 plans with surgical expense 
benefits; and in 40% of the 368 accident and sickness 
insurance plans. While companies that provide a 
given benefit to their employees often extend the 
benefit to the employees’ dependents, they less fre- 
quently assume the total financial burden for such 
dependents’ benefits.1 


LOSS-OF-INCOME BENEFITS 


Any review of illness costs would be incomplete if 
it did not devote some attention to the loss of income 
resulting from illness, and to the extent to which 
workers are protected against this loss. Actually, 
income loss due to illness, if it is broadly defined, 
exceeds the nation’s expenditures for medical care, 
according to the Social Security Administration. 
Similarly, on an individual basis, the Health Insur- 
ance Council points out that “in cases where sickness 
or accident does cause loss of income, the amount 
involved is frequently much greater than the hos- 
pital and doctor bills which result.” 

Protection against loss of income on account of 
illmess or injury is the oldest form of voluntary 
health insurance, having been in existence for more 


1See Harland Fox, “Company Group Insurance—Who Pays the 
Bill ?” in Taz Conrerence Boarn’s Management Record, November, 
1954, pp. 425-8. 


Table 3: Benefits Compared with Income Loss Due 
to Short-Term Sickness 


Amounts in millions of dollars 


Item 


Benefits provided as protection against income 


REET dco Gaaccuud. te ek ees ses 1,464 786 
Under voluntary provisions............... 775 476 
PEMMREE IG ei Festina et sea ncdaaga Sh 479 269 
MCE MGRIMG ies ssf iia watts cals scicteae Stes 296 207 
Under public provisions................... 689 310 
Publicly operated funds................ 103 57 
RPA ANSE tee it ios 1G) o cha 5 Giais ‘a arandee sie, Se 137 9 
Sick leave for government employees. .... 450 244 
Estimated total income loss from nonoccupa- 
tional short-term sickness®.............. 6,157 4,629 


Benefits as per cent of total loss............. 


1Includes cash sickness insurance and self-insurance, and fraternal society, union- 
Management trust fund, trade-union and mutual benefit association plans. 

Includes cash sickness insurance with commercial carriers, self-insurance Ge 
some union and union-management plans under California, New Jersey, and 
York laws. 

‘Includes the loss of income in the first six months of long-term illness, as well as 

loss from short-term or temporary nonwork: k-connected disability lasting not 

more than six months. Days not worked each year owing to sickness assumed to 
average seven for self-employed persons and wage and sal workers in private 
industry, and eight for government workers, most of whom have sick leave. 


Source: Social Security Administration, “The Growth in Protection Against Income 
Loss, from Short-term Sickness: 1948-54, in the Social Security Bulletin, January, 
1956. 
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than half a century. It is provided through insur- 
ance companies, on both a group and an individual 
policy basis, and through union-administered plans 
and employee mutual benefit associations. In addi- 
tion to the voluntary insurance method, loss of in- 
come protection is provided by the paid sick leave 
plans of government and private industry, and by the 
cash disability benefits required under the Railroad 
Unemployment Insurance Act, and the temporary 
disability insurance laws of four states—California, 
New Jersey, New York and Rhode Island. 

In 1954, benefits provided as protection against 
loss of income under all the programs mentioned 
aggregated $1.5 billion, an increase of 86% over the 
comparable total in 1948. 

An idea of how much income is lost annually ow- 
ing to nonoccupational short-term sickness is provided 
by estimates of the Social Security Administration— 
$6.2 billion in 1954, and $4.6 billion in 1948, an in- 
crease of one third over the period. Benefits covered 
24% of total estimated income loss in 1954, as 
against 17% in 1948.1 (See table 3.) 

But, as the Social Security Administration points 
out, the potentially insurable and potentially com- 
pensable income loss of the nation is somewhat less 
than estimated total income loss. Most insurance 
and many sick-leave plans undertake to compensate 
only a portion of the income lost in order to dis- 
courage workers from remaining away from work. 
In addition, insurance policies usually do not cover 
the first few days or week of illness since these are 
not regarded as an insurable risk. 


Miriam Civic 
Division of Business Economics 


1The expense of providing cash disability insurance should not be 
overlooked in an appraisal of the economic costs of short-term sick- 
ness. According to estimates by the Social Security Administration, 
such expense increased from $271 million in 1948 to $456 million 
in 1954 as insurance became more widespread. These figures repre- 
sent the difference between insurance premiums and benefits plus 
the cost of administering the public programs. Their increase of 
only 68% in the seven-year period, compared with an increase of 
114% in the cash insurance benefits paid, indicates that benefits 
represented a larger proportion of premium income in 1954 than 
in 1948. 


Business Book Shelf 


The Future of American Prosperity—By the year 2000 
average family income (in 1954 dollars) should increase 
to $11,000 as compared with $4,400 in 1950—Philip Wer- 
nette. The MacMillan Company, New York, 1955. $3.50. 


Merchandising and Operating Results of Departmentized 
Stores—Contains the results of thirtieth annual survey 
of department store operations. Controllers’ Congress 
National Retail Dry Goods Association, New York, 1956. 
Price $9.50 members; $14.50 noneligible nonmembers; 
$22.50 eligible nonmembers. 


SELECTED BUSINESS INDICATORS 


1955 


ey aed Unit 


February | January March 


Industrial production 


3 Total 4 iain lstoloia tla toh, ae er a 1947-49 =100 S 142 
Nondurables manufacturing.............+++-ee+e05 1947-49 = 100 S 129 
Durables manufactiring..:+. «+ «se oe lee oe oe « 1947-49 = 100 S 157 


Wholesale prices 
All'commodities eco seee sc. ean ee toe 1947-49 = 100 112.8 
7 Industrial commodities................-2..0se000: 1947-49 = 100 121.0 

iln/e. «sire Souslicllel «#5 Ca GeNCRES tes eater setae eyo 1947-49 = 100 

Consumer prices (NICB) 
VALE 01 eee As OF. APS Poe aba ita carta sacri 1953 = 100 101.1 
9 Housing .cs 0" oho ee eee ee 1953 = 100 102.6 
BOGGS Ie ade ae sole eto tuak 0 tee itp ancene reer gace 1953 = 100 

Prices received and paid by farmers 
IPriCes Pecelved cece cpa ccc catttte oo cone eee gee on oleate 1910-14=100 230 
11 Prices paidt: DAS bang. 2RGk, A see, See, 1910-14 = 100 282 
Parity, ratio? .cccratcys aapanin nba atniersttae aft oeyealerekar taser 1910-14=100 82 


Employment and unemployment (Census)! 


Laboriforce ais: iste op ome nae slope niente aaer Thousand persons 65,912 
13 Hmployment) ay uiy:.4se ett tance Seer yengete, ste Thousand persons 63,078 
Nonfarm employment (2.0.4 .ces y. ona pees seeds Thousand persons 57,400 
Unemployment.2.i5. 0s . 02 ties eats. eee a aes Thousand persons 2,834 


Nonfarm employment (BLS) 


Total ech s PeeSh . caetenc.ctens Sey ate ore: Thousand persons S 50,211 
15 Production workers in durables manufacturing...... Thousand persons S 7,652 
Production workers in nondurables manufacturing...}| Thousand persons S 5,571 
Employees in nonmanufacturing................... Thousand persons S 33,373 


Average work week 

17 All manufacturing. ys ceeree ce aeoaariioeaonre Hours 40.3 
Durablesimanufsecturmig es. cen oo) eee eee Hours 40.8 

Nondurables manufacturing....................-- 
Average hourly earnings 
19 All manutacturing panties stts oases Dollars 1.95 
Durables manufacttring..ccve.. »- 0.1 s2ase lessee Dollars 2.06 
Nondurables manufacturing.............-...+.-00: Dollars 1.78 


Average weekly earnings 
21 All manufacturing sini sees sce ere aes Dollars 78.59 

Durablesimanufacturings!.; ath. od fe etete ca eee Dollars 84.05 |r 84.05 84.87 81.56 
Nondurables manufacturing.................200005 Dollars 70.81 |r 69.65 69.65 66.70 


Personal income 


Tee. LT 78.36 75.11 


Totaligeiid.. cf fas. 3.4 see ee eek th -devoke Mere Billion dollars S A $14.9 $138.8 |r 812.7 295.7 
23 Labor income*. 4525632 GR ens ee ee Billion dollars S A 224.6 223.5 |r 223.4 209.4 
ethan ne ateteyph asia we biota gels dem ata tial Billion dollars S A 96.0 95.5 


Installment credit 


PBxtenmong icces os « cela cree ee ae Ce ee Million dollars S 2,988 8,192 |r 3,211 3 045 
27 Raphytieglsy.;.0/sc;seae nit ree eee eee Million dollars S 2,790 2,845 |r 2,939 2,562 
Instalment credit outstanding..................... Million dollars 27,964 27,784 |r 27,769 22,974 


New construction 


Dated sess fereiareiofeseis tis patois nreePa> 1818 « givigelegelg alee. « Million dollars S A 41,532 |r 41,448 |r 41,544 41,568 
33 Total private. <2. n= «sex sus rsscieantsceaney ssc Million dollars S A 29,520 |r 29,268 |r 29,268 29,568 
Private nonfarm residential................2++.0+ Million dollars S A 15,168 |r 15,180 |r 15,482 16,188 


Retail trade: Durable goods stores 


Enventorica cain Advise ca oueae os coe Eien amr Million dollars S n.a. 11,450 11,390 10,8306 
35 Sleds: Hiveht adele Hex. aieaa eel: Million dollars S n.a. 5,354 5,456 5,209b 


Inyventory-Sales ratio |. «1+ aewlersiies Me cies Os) e « n.a, 


2.14 2.09 1.985 


Retail trade: Nondurable goods stores 


Inventories ro 52 sity. Peete ee ce ron tts « Million dollars S n.a. 12,760 12,690 12,080b 
37 Sal Sicnagsig 0000 A deem gas siete Mittal aati Million dollars S n.a. 9,992 |r 10,202 9,556b 


choca d, ne Sacer sot el buE Ser nF ARRAN ANS a. 1.28 1.24 1.26b 
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SELECTED BUSINESS INDICATORS (Continued) 


Chartbook 
Page * 


Durables mfg.: Sales and inventories 
Inventories 


39 


Nondurables mfg.: Sales and inventories 
Inventories 


Million dollars S$ 
Million dollars S 


1956 1955 


Marchp March 


February | January 


26,941 
13,612 


24,0286 
12,029) 


* 


Million dollars S 


Million dollars S 


Merchandise exports and imports 
Exports® 
Imports 
Merchandise export surplus® 


Million dollars 
Million dollars 
Million dollars 


Billion dollars 


Deposit turnover: New York City 
Deposit turnover: 337 other centers® 


Eight sensitive business indicators 
Residential building contracts 
Nonresidentia] building contracts 
New orders, durables 
Average work week 
Raw materials prices 
Stock prices, industrials 
New incorporations 
Business failures 


Thous. sq. ft. fl. sp.S 
Thous. sq. ft. fl. sp.S 
Million dollars S 
Hours S 

1947-49 = 100 


t 
7 


99,594 
63,851 
n.a. 
40.3 
89.7 
509 .4 
11,428 
1,052 


12,170b 
40.6 
89.2 

367.0 

11,958 


1,029 933 


I 
Quarter p 


IV 
Quarter 


Ill 
Quarter 


I 
Quarter 


Billion dollars S A 


Final demand’ 
Change in business inventories 


Disposition of personal income 
Total personal income 
Disposable personal income 
Personal consumption expenditures 
Personal saving..........-.+ 0 Se ae es 


Corporate profits 
Before taxes 
After taxes 
Dividend payments 
Retained earnings 


Business expenditures for plant & equipment 


Billion dollars S A 
Billion dollars S A 


Billion dollars S A 
Billion dollars S A 
Billion dollars S A 
Billion dollars S A 


Billion dollars S A 
Billion dollars S A 
Billion dollars S A 
Billion dollars S A 


Billion dollars S A 


Manufacturing industries 
Nonmanufacturing industries 


Federal budget receipts and expenditures 
Receipts 
Expenditures 
Cumulative surplus or deficit® 


Sources: Federal Reserve; Department of Commerce; Bureau of Labor Statistics; 
Tue Conrerence Boarp; Department of Agriculture; Bureau of the Census; 
Securities and Exchange Commission; Bureau of the Budget; F, W. Dodge Cor- 
poration; Standard & Poor's; Dun & Bradstreet. __ nas : j 

Includes interest, taxes and wages. *Priccs received divided by prices paid. 
*Data exclude the Armed Forces. 4“Labor income” includes wages and salaries, 
and “other labor income.” Both “labor income” and “other income” include em- 


ployee contributions to social insurance, which are excluded from the total. ‘Includes 
grant-aid shipments. *Excludes Boston, Philadelphia, Chicago, Detroit, San Fran- 
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Million dollars 
Million dollars 
Million dollars 


Billion dollars S A 
Billion dollars S A 


12,243 
16,178 
r —7,884 


12,997 
16,947 
—3,950 


15,623 
—1,316 


cisco, Los Angeles and New York. 7Gross national product, less change in business 
inventories. *Beginning July 1. S—Seasonally adjusted. A-—Annual rate. a—Antici- 
pated. For the If Quarter of 1956, anticipate anlar are; Total, 35.82; Manufactur- 
Ing, 15.40; and Nonmanufacturing, 19.92. b-February, 1955 for monthly data; 
TV Quarter 1954 for quarterly data. p-Preliminary. r-Revised. *End-of-month 
inventory, divided by sales during the month. {Debits (annual rate) divided by 
deposits, seasonally adjusted. n.a.Not available. AChartbook of Current Business 
Trends, be ConFrerENce Boarp, 1956. Copies available to Board Associates 
on request. 


MERGERS AND PROPERTY TRANSFERS 


HE FOLLOWING tabulation is a continuation 
of the listing of mergers and transfers of exist- 
ing facilities carried in The Business Record for 
December, 1955, and each issue from February, 1956. 
It covers those mergers and property transfers re- 
ported in March, 1956. Some that took place earlier 


are also listed, since they were announced too late 
for inclusion previously. The listing is confined to 
companies in manufacturing, mining and trade. For 
further explanations of the type of transactions in- 
cluded, refer to page 476 of the December issue of 
The Business Record. 


Size! 
No. Purchaser /Seller Property Acquired Description Bh ee : 
4 TACK -Wrigley Stores Inc. Aos..e.g | ees cana ieee oer so ten Operates about 140 retail grocery stores 46.1 
Operates St. Louis supermarket chain n.a. 
DW Alderes, Trae) coo sis cose ce tatiana ence hier eek ae ace ee Operates chain of 15 retail stores, mail] 42.3 
order business 
ST Oe ee een ES ees sae 1.0 
(annual 
sales) 
$.~|American ‘Cyanamid: Co) .....0:0 set "fl ) vials hie Om ene este erapetale ers Mfrs., purchases and sells chemicals,|] 515.4 
pharmaceuticals 
Assets of Formica Co. (will operate as eS formica sheets, tubing, and special 13.8 
shapes 
A: |American—Marietta Coij.i33.sic<deer.) |) “sarees olisteeetete piel. sori Mfrs. protective coatings........... 104.5 
Business and assets of Presstite Engineer- pee sealing, insulating and adhesive} 1.0* 
products 
& ~ VAnseonda, (Co. sicdaporea\ iis ceusisrotee ta otar adie mie | Oe ITE Te eee ee ea Mines, mirs., distributes nonferrous metal} 870.3 
ore and semifinished products 
Increased holdings of Chile Copper Co.|Operates copper mining properties. . . 280.4 
to 4,395,006 shares 
6 | Arrowhead & Puritas Waters:Inc.2.. “||! 0) skacah cee ee eee i ees Produces and distributes bottled drinking 3.1 
water 
by ITO Se OW, 8 To mfr. 5 gal. water bottles......... n.a. 
W) TASHSELOO, visa nine Sables Veet hears aie «NM ecient c. a ep enaan ant ie Sie, ae Head of an investment group...... na 
Controlling interest in Aluminum Indus-| Mfrs. aluminum castings, steel products, 7.5 
tries, Inc. paints 
8 Ashland: Oil & Refinmp'Co.!.2..ecme |) |" ee eee eta errs het es cr Engages in most phases of petroleum] 154.8 
industry 
1) Oil City Refiners, Inc., Pegasus}1) Petroleum distributing and marketing] ............ cece eee eeeeeeeee | ceeee 
Realty Co. and John Roski properties 
D) oes Seslcltus, ys Sts em Parmeds co Cees 2) Entire stock of Williams & Pifer Lum-|Owns general store and lumber yard,}  n.a 
other properties 
9 ' | Automatic Washer Co. (Purchaser)35 > «|| 5. b).ciedeye eit cies ia) od nee Mfrs. laundry equipment........... 1.2 
Bellanca Aircraft Corp. (Seller)... . 1) Ni OdNelson Gortn fess. caccctenid 7) We nse eres ihe cean Lae + n.d. 
2) Joplin Supply Co. (Sub. of Nelson Co.)} —....... 22. we RidcroraN rater sn n.a. 
10. {Beckman Instruments; Inc. (Arga divi-| 9) 425, Jesh. (een eee ete oe Division mfrs. servo system component 16.9 
sion) for aircraft controls, computers, etc. 
Belock Instrument Corp........... Manufacturing: rights for certain servo}. |... .....48.0..+5..08s0ee4 undue 0 ee 
mechanism components 
11 }{ Bohn Aluminum & Brass Corp;,.;..5. |” |! ) Re qeReten eiaterettaniea cetera Deals in and fabricates nonferrous metals} 32.6 
and products 
Betz Corp. (will operate as a division) |Produces heat transfer equipment. . . 0.5* 
12° FBorden' Gos i'd <.s.cia estes. pelea cr eee, een eet tess scetaare/ecrar ps Produces milk, dairy products, other] 309.7 
foods, chemicals 
Clover Brand Dairies, Inc. (will operate]... 6.502240. .dsassceusssecsers n.a 
as wholly owned subsidiary) 
18 10G.BoswelliGant oe .. oc he ick’: Mesrare cll 2 tcc ate octet atm cole na. 
Safeway Stores, Inc............... Slaughterhouse operations, cattle, equip=| 5. 05... 00s. santine eeeeee et Re 
ment, machinery and supplies 
14) [Boyle-Midway, Tne:i2.t.02> 3:0, sabe | oc. Gen boi Mfrs. household products (polishes, dis-| n.a. 
(Sub. of American Home Products Corp.) infectants, etc.) 
Entire capital stock of Griffin Manufac-| Distributes Griffin shoe polish....... 1.0* 
turing Co. 
135, [Bridgeport Brass Co, ict.os sys ties © ) ientte 7 eoee Mie caeeenetah eee Mfrs. nonferrous metal and alloys in} 67.7 
sundry forms 
Capital stock of Hunter Douglas Alumi-|Mfrs., designs aircraft parts, special ma-| 1.0* 
num Corp. chinery, aluminum forgings, parts 
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Mergers and Transfers of Existing Facilities—continued 


Size! 
No. Purchaser /Seller Property Acquired Description ol Delle) 
soma Dunincton IniGustries tine. x) .taeeeies Oil sc simce ves dice tas vee cons goss gene Mirs. textiles sci. eee nc 510.3 
Increased holdings of Goodall-Sanford,|Mfrs. plastic fabrics, yarn, licenses trade| 16.3 
Inc. to 584,084 shares marks 
ieaGarawell (Alien DD!) Electronic) Produc=| | ..5 he. c cave sce cs cnmee eens ds Mfrs. radio and electronic apparatus. . 0.5* 
tions Corp. 
Business Electronics, Inc. (Sub. of Chesa-| ws. eee ee ee eee eee n.d. 
peake Industries, Inc.) 
PP IMCRETA VV ONE OOK caste cies MMI Lo iisice «SSeS Sine hiveiaee  o-e msn. 6 syey0 aie Engages in purchase and sale of securities 0.7 
Increased holdings of Compania Lito-| Produces lithographed or embossed wrap-| 2.2 
grafica de la Habana, S. A., to 112,600] pers, labels, etc. 
POmeecatirven ood Markets Cox... .su0qq [i oasctetiantiee of ot etn. saan eBA Manages chain of 19 retail food stores 4.4 
Cook Supermarket Chain........... Manages chain of 7 retail stores in Penn-| a. 
sylvania and Ohio 
Zumenerain- ceed Products) Corp ccs © ce) 7 |) viesineise an cc cseersec teas capeeie Ss Mfrs. building materials............ 78.0 
Increased holdings of Valspar Corp. to|Mfrs. varnishes, paints, lacquers..... 5.8 
378,360 shares 
PUmmContainer Corps Of AMENCR.. asi. 45, blll Soa ta Men ee As dis Siac cowie das Mfrs. paperboard products.......... 143.8 
Wayne Papersborme, Printing i©Orpon |» |G. Belcan oa. ols 4:5 =. che eit Oe Ne n.d. 
RUM MUANeATNETICAN OUZAT COss;0- auc «|| | ped aediluls egies Seeds waka eels. sis Cane sugar producer; owns, through sub-| 51.3 
sidiaries, plantations, mills, refineries 
Increased holdings of American Crystal|Beet sugar producer................ 59.7 
Sugar Co. to 86,500 shares 
REM OIILHICTNCAMCOn tea decodchasie | fy’ faswere lenses on dehtoue AUR ONeeh aa Mfrs. organic and inorganic chemicals,| 679.1 
plastics, and magnesium 
RPS AIUD DEY CO. eis ciel caltane ces LOspatentsmuavolyinpmeertainuherbicidall” Pisa. cai: Alte net toss dsemsemece jf) sees 
compositions resistant to freezing and 
crystallization at low temperatures 
AMER ETMLO OLLIE tM R ics cia) ceva or «ae Gh)” beaue fea miscmirs wok a a Fay ORS Makes machinery for textile industry 45.7 
Entire capital stock of Wildman Manu-| Makes knitting machines........... 1.0* 
facturing Co. 
SS MNIPRCENEEIINCUSLTICS, LUC co... i assid.cse 1). RARE RA SERIA. chy Sacnetad I een Mfrs. equipment for petroleum and nat-| 118.4 


ural gas industries 
Southwestern Industrial Electronics Co.|Makes seismograph instruments and] 0.3* 
other devices for petroleum industry 


PEC CTOUICH NLC, ata spb erin) AE. detente nctespt Suto MR AOE, Seed ea WSs Vi tekidve aes cia hale ales n.d. 
Mitchell Mfg. Co. (an independent divi-] Electronics division of Michell Mfg. Co.J . 0... 022 ec eee ee eee n.a. 
sion of Cory Corp.) 
Pimeleermanicn. Voree, 8 Coc grins oxen Late: servis odiausseayes pcre ieee Mfrs. industrial equipment, including] 98.9 
locomotives 
vee control of Canadian Locomotive|Makes locomotives and parts........ Licith 
o., Ltd. 
pm eEremt Lizieral) C0 ..4 956 cic trae os es ster, y [On Doe oe BERR Se Produces, processes, sells ores, metals, 12.7 
chemicals 
Business and assets of Electro Manganese} ...........-- 202-22 e es 4.1 
Corp. (annual 
sales) 
REE OG ais oe 2. RRO OO RI PPM Gehan ares we viewlas wmwhalng eae oes e8 Mines sulphide ores................ 1h 
ieeele-Picher Cosh: (ers abs sew oaaiie lead. and zine mining properties: wae Cod & «sclera cica dette ssinelad avec, ile sales 
ISP OL IS UNO a atest oe ener at rain Men MB cls eee bene altace oo hreistala pela wate e a | Lee iG Rete ac er en) cee n.d. 
Johnson Oil Refining Co. (properties will| Produces, refines, markets petroleum. 8.8 
operate under Johnson name) 
Si eiGeneral Motors:Corp: (Buick division) 4). c.ecc.escee sie esyeviee acs see tens Mfrs. automobiles................. 6,344.8 
Fruehauf Trailer Co............... Warehouse, a/250,000 ‘eq? ft) plant ion a] Gi sgstee i). So ae aie ed os. 
90-acre site 
SzeeiGrerieral Petroleum of Canada, Lideian ef cies ccd cicsaser news naecases Oil and gas drilling contractor...... 7.2 
Increased holdings of New Superior Oils|Explores, develops oil, gas properties; 3.3 
of Canada, Ltd. to 436,847 shares produces crude oil, natural gas 
MMT ION, AO seth tes sites (ering) skid) Ove bos ceo eo Ateonte a ATE TES. sae eye Operates approx. 325 retail food markets} 49.2 
Food Center Supermarkets.......... Operates 6 retail food stores......... n.d. 
Pea ER ETOONY BUCH ASO, rere Its cyy hth ty yall cect, ssre Wey Ud oro k aleds ore DUNO uoie S Lv cA aTe ap anoles Mfrs watches ).i:4.¢ 0:0 oe eet Bes 15.1 
60% interest in L. E. Waterman Pen Co.,]Mfrs. fountain pens, inks, etc....... 120% 
Ltd. 
IPE ats MIO LAG sepa aah. cic Ssyet awed ee & Ate SORE Sel. Heed. bers Mines gold, other metals........... 4.1 
20,186 shares of Greco Mines, Ltd. (Sub.} 2... cee eee cee eee eee n.d 


of Normetal Mining Corp. Ltd.) 
MEioten GOrp, Of Amened.anses.cr ca 9h | scatter fsinhaedass tases Operates restaurant, hotel properties 12.5 
(Formerly Childs Co.) ; 
Hilton Hotels Corp... ».. ~.<..sdi< PIN TLOURE CGI EIOLCIIGN MONG) Prete « Seale [hal le, Wee sO) si cid as care eceozelejveisivin s: © Peeters 
EMA Hower motel (GAHAN) Gobi MW Ei aiittuts laa sons we OR N elses | Uy siete 
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No. 


37 


38 


39 


40 


41 


42 


43 


44 


45 


46 


47 


48 


49 


50 


51 


52 


54 


55 
56 


Mergers and Transfers of Existing Facilities—continued 


Purchaser /Seller 


Houdaille Industries, Inc........... 


(Formerly Houdaille-Hershey Corp.) 


Kio Oil & Development Co......... 


Lamb (Edward) Enterprises Inc..... 


Landis Machine Co.............--- 


Martin (Lester) & Co., Inc.......... 


Martin Foundation, Inc............ 


Maxson (W..L.) Corpinentst. ners eek 


Mayfair Marketsiic.~ eect oe 
(Sub. of Arden Farms Co.)......... 


Mitchell (Robert) Co., Ltd......... 


National Propane Corp............. 


Nuclear Corp. of 


America, Inc....... 


(Formerly Reo Holding Corp.) 


Okalta Oils Ltd. 


Warner Bros. Pictures, Inc......... 


Pamour Porcupine Mines Ltd....... 


Penn-Téxas Corpiss:: vaste 0 «er ee 


Property Acquired 


Description 


Mfrs. automobile parts, shock absorbers; 
diversified interests 
Produces sand and gravel........... 


Mfrs. space and water heaters....... 


Business and assets of Gibson Refriger-| Mfrs. refrigerators, ranges, etc. and de- 


ator Co. 


Substantial stock interest in Continental 
Titanium Corp. 


Assets and liabilities of Christiana Oil 
Corp. 


Increased holdings of Seiberling Rubber 
Co. 


All capital stock of Arrow Shoe Machin- 
ery Co. 


1) Increased holdings of Phillips-Jones 
Corp. to 241,970 shares 

2) Increased holdings of Consolidated 
Textile Co., Inc. to 342,000 shares 


Increased holdings of Mojud Co., Inc. to 
94,100 shares 


“Substantial interest” in Roger White 
Electron Devices 


430,000 sq. ft. plant on 160 acre site in 
New Jersey 


20,186 shares of Geco Mines, Ltd. (Sub. 
of Normetal Mining Corp., Ltd.) 


fense items 
Mines zinc ores and concentrates, mills 
zinc and alloy sheets 


Owns oil and gas leaseholds, produces 
oil, operates natural gas plant 


Mfrs. tires, tubes and other rubber prod- 
ucts 
Mfrs. shoe repair machinery........ 


Makes shirts, ties, pajamas, etc...... 
Mfrs., sells cotton goods, textiles... . 


Dstioen oi fepeee s ER I AS ea 
Mfrs. lingerie, hosiery.............. 


Engages in research, development and 
production of defense items 


Fabricates copper alloys, other metals 

Makes stainless steel products and kala- 
mein windows 

Distributes, sells propane; also ranges, 
appliances 

Provides gas services to 40,000 customers 
in Iowa, Illinois, Wisc. 

Engages in fields of electronics and nucle- 
onics 

Makes electronic equipment......... 

Acquires, explores, develops oil and nat- 
ural gas properties 

Holds Canadian oil well interests... . 

Makes power transmission cables, friction 
tapes, etc. 


Corporate shell resulting from sale of 
assets of Pressed Metals of America, 
Inc., auto parts maker. Company may 
enter motion picture and TV fields 

750 feature films and undisclosed number 
of short subjects for TV showing 

Mines, processes gold, silver ores. .... 


Operates a variety of enterprises; coal, 
uranium mining; mfrs. heavy industrial 
equipment 

Produces radio receivers, transmitters, 
electronic equipment, defense items 

Makes mechanics’ service tools...... 


Mfrs. industrial rubber goods........ 


Increased direct holdings of Laclede-|Mfrs. refractories................-- 


Christy Co. to 311,430 shares 
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Sizet 


illions 
oe Dae) 


87.2 
0.7 
(annual 
earnings) 
27.6 
19.0 

3.1 


n.d. 


RECORD 


59 


60 


61 


62 


63 


64 


65 


66 


67 


68 


69 


70 


71 


72 
73 


74 
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Mergers and Transfers of Existing Facilities—continued 


Purchaser /Seller 


Producing Properties, Inc........... 


Witco Chemical Co............-5% 
Safety Car Heating & Lighting Co., Inc. 


Investment group headed by David 
Berdon & Jay Levine 


Sentry Safety Control Corp......... 


Silver Creek Precision Co........... 


Society for Visual Education, Inc.... 
(Sub. of General Precision Equipment 
Corp.) 

Electro Engineering & Mfg. Co..... 


Standard Industries, Inc............ 
States Marine Corp................ 

United States Steel Corp........... 
Sun Investment Co................ 
Swan-Finch Oil Co................. 
Sylvania Electric Products, Inc...... 


Symington-Gould.................. 
ERO COND eo os sevice tale aAe 6.5.5 chads 


Tele-Broadcasters Inc.............. 
General Teleradio, Inc. 
(Sub. of General Tire & Rubber Co.) 


Textron American, Inc............. 


Tide Water Associated Oil Co....... 
United Dye & Chemical Corp....... 
U.S. Hoffman Machinery Co....... 


United States Plywood Corp........ 


1956 


Property Acquired 


Howe? ScalestCo., Ince 2.0.3.5 .42.6 
(will become a sub.) 


1) Peerless Pipe & Foundry Inc..... 
2) Dixie Pipe & Foundry Inc........ 


Metal & Alloy Specialties Co. (will oper- 
ate as a division) 


Corp. 


24 C-8 type vessels of Isthmian Steamship 
Co. (Sub. of USS Corp.) 


Ine. 


Increased holdings of Wayne Pump Co. 
to 188,800 shares 


1) exact, Metal Industries, Inc. (will 
operate as a sub.) 

2) George McKibbon & Son (will operate 
as a sub.) 

3) Anton Electronics Laboratories, Inc. 
(will operate as a sub.) 


Assets of Youngs Bay Lumber Co., Inc. 
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Description 


Acquires interests in and operates pro- 
ducing oil and gas properties 

Mfrs. items for railway cars; also centri- 
fuges, other apparatus 

Mfrs. commercial and industrial scales 
and hand trucks 


Mfrs. varied items; a fire control device, 
vitreous china plumbing ware, etc. 

Makes cast iron soil pipe............ 

Makes cast iron soil pipe............ 


Mfrs. mechanical fog generating ma- 
chines suitable for applying insecticides, 
weed killers, etc., also motors 


Mfrs. slide projectors and combination 
filmstrip and slide projectors 
Holding company; interests include mfr. 
of service elevators, latex, roofing 
materials, watches 

ae eee TAGE ccc etre 


-|Publishes books and magazines...... 


Mfrs. lubricants, petroleum products, 
vegetable, animal and mineral oils 
Operates grain storage terminal..... 
Mfrs. radio receiving tubes, TV tubes, 
lamps, etc. 

Makes eyelet machine parts......... 
Mfrs. railway equipment, specialties, 
trucks 

Mfrs. pumps, compressors, hoists, dis- 
pensing equipment 

Engages in petroleum engineering serv- 
ices; holds oil and gas interests 
Operates producing oil wells, owns oil 
properties 


Produces textiles, diversified manufac- 
tures 

Makes radio and electronic parts and 
tools, liquid cement, chemicals, etc. 
Engages in all phen of oil ‘iar 
Markets petroleum. . Sere are 
Diversified holding company. eee 
Mfrs. commercial laundry equipment, 
vacuum producers, etc. 

Produces aluminum furniture........ 


WEES, DOONS hereto aloe oot 4 sto 


Engages in research, development and 
production of nucleonic and electronic 
equipment and components 


Mfrs., sells wood, plywood, and allied 


products 


Timber, timberlands and a sawmill. . 


| 


Size 


(Millions 


of Dollars) 


10.7 


n.d. 
12.0 


RO 
(annual 
sales) 
4 


4.0 
(annual 
sales) 


1.0 


No. 


Mergers and Transfers of Existing Facilities—continued 
Size! 


Purchaser /Seller 


Property Acquired 


Description 


illions 


of Dollars) 
75. }Utab Construction, Co..% 5 .cscne dvs 0 Ure oats Oe oan ee Conducts diversified engineering opera-| 34.4 
and tions; mines iron ore, coal 
Haas & Haynes civics iseies.s cc ee soa 0 | MUMREI SS eer ee ares etc een are [RNS BROS cath n.d. 
South,'San Hrantisco Land ‘& Tmaprove=|" Van- cope seine tents aie mee n.d. 
“ment Co. (including 340 acres of indus- 
“trial lands, 144 acres for home sites) 
76.. |Vick Chemical @oncec: weausice see Reece es ba eet One RBs S Makes home medications, pharmaceuti-| 51.8 
cals, chemicals 
Assets and business of National Drug Co.|Mfrs. ethical drugs................ n.a. 
T@ \Nitro! Corps of America... asters cil ln coe Coe en Mfrs. electromagnetic equipment, chemi-| 9.9 
cals; holds mining interests 
Uranium: Prospectorsi Co#L td aie call Bh et tee re eee ne eee Cee eee n.d. 
(85 | Warner-Lambert Pharmaceutical'€o,, ||) sae aect anette eereeeeee Produces pharmaceutical specialties. 63.2 
Merged Emerson Drug Co.......... Makes Bromo-Seltzer............... 10.2 
79 |Western Development Co. of Delaware | ............. ccc er ec ceeeeecees Develops oil properties............. 2.7 
1)" Assets of Mesa Oil Cork. :¢ Scorn s| Pee cae c ie eek tha tee ec n.d. 
2) (Assets! of) Permian). Royalty Go. Nou2i 0... a2). ke a lade wes pene ee n.d. 
80 | Worthington Corps. osA.2% oaeieotne ame ite ete iene fete eo eae a Produces diversified products including] 119.4 
pumps, air-conditioning equipment 
Mason-Neilan Regulator Co......... Produces control instruments, pump] 1.0* 
governors, etc. 
SL. | VorkiCorpiic.5..0:<t s,0+:spettebensiuntoe cache ainll MaMeeee st che Teh cee nee ee Mfrs. air-conditioning and refrigeration| 70.8 
equipment 
Coastal Equipment Co., Inc......... Distributes York products.......... n.d. 
82," Young,(y. A.) Sprigi&.Wire Corp-n Wa memes oe eee es rn re ee Mfrs. wire products, bed springs, coat] 26.4 
hangers, industrial coil springs 
Woodside, Power’ Loader), Division of) 0). ...:2¢+.n00s5 esses ee eee n.d. 


Woodside Industries 


1 Assets, unless otherwise stated 
Sources: Moody’s Industrials; Standard & Poor's; Thomas’ Register 


n.a.Not available 


* Minimum capital 


Private Pension Funds Double Since 1950 


Assets of private pension and retirement funds were about 
$21 billion at the end of 1954, just twice the $10.5 billion 
they represented four years earlier. These totals include 
private pension plans administered by insurance companies, 
and noninsured pension funds of all corporations except 
banks, insurance companies, and railroads. Most of the non- 


ASSETS IN PRIVATE PENSION FUNDS 
Billions of dollars 


All Insured Noninsured 
End of Year Plans Plans Plans 
LODO ele tern tes Giese ek Gah oe ie 10.5 6.5 §.1 
MOS asters hale anierae tao, -% bette Ae 12.8 6.4 6.4 
DDS Siete eta. or a eee bide ae Ao 15.3 7.5 7.8 
TODS Font actA Ne Maes. vie teres ee See aes 18.1 8.6 9.6 
LOD Ge Hh ccc lvets a hss etre stele tetahtaet atekereas 21.1 9.8 11.38 


insured plans are administered by banks acting as trustees. 
As the table indicates, reserves in noninsured funds have 
increased somewhat faster than those in insured plans (they 


were 48% of the total in 1950, 53% in 1954). Data on insured 
pension plans are published annually by the Institute of Life 
Insurance. The estimates for noninsured plans are new; they 
were released in October, 1955, by the U. S. Securities and 
Exchange Commission on the basis of a recent survey. Rail- 
roads were excluded because their retirement plans are for 
the most part covered under the Railroad Retirement Act, 
while sample coverage of banks and insurance companies 
was inadequate. 

The SEC study indicates that 54% of the $11.3 billion 
assets of noninsured funds at the end of 1954, or ($6.0 billion) 
was invested in corporate bonds, 19% (or $2.1 billion) in 
common stocks, 18% (or $2.0 billion) in United States 
Government securities, and the remaining 10% in preferred 
stock, cash and deposits and other assets. These amounts 
are book values and for the most part represent acquisition 
cost. . 

More details of the survey will be published in a report 
now being prepared by the SEC.—M. C. 
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Studies in Business Policy 


No. 79—Measuring Salesmen’s Performance 
No. 78—Industrial Engineering, Organization and Practices 
No. 77—Forecasting in Industry 
No. 76—-Automobile Plans for Salesmen 
No. 75—Researching Foreign Markets 
No. 74—-Atomic Energy Primer for Management 
No. 73——Company-Sponsored Foundations 
No. 72—Marketing, Business and Commercial Research in Industry 
No. 71—Keys to Efficient Selling and Lower Marketing Costs 
No. 70——-Industrial Security: —III. Theft Control Procedures 
No. 69—-New Product Development:—I!|, Marketing New Products 
. 68—Company Tax Administration 
. 67—Executive Expense Accounts 
. 66—Financial Management of Pension Trusts 
. 65—Managing Company Airplanes 
. 64—Industrial Security:—I|. Plant Guard Handbook 
. 63—The Corporate Directorship 
. 62—Controlling Capital Expenditures 
. 61—Techniques of Plant Location 
. 60—lIndustrial Security:—Il. Combating Subversion and Sabotage 
. 59—Trends in Industrial Location 
. 58-—Budgeting Expenses in Small Companies 
. 57-—New Product Development:—I!. Research and Engineering 
. 56—The Duties of Financial Executives 
. 55—Protecting Personnel in Wartime 
. 54——Getting Defense Contracts 
. 53——Damage Control in Wartime 
. 52——Measuring Dealer and Consumer Inventories 
. 51——Protecting Records in Wartime 
. 50-—Military Inspection in Industry 


In the April Management Record 


Training Managers by the Case Method—the ability to think logically and 
concisely and the ability to work well with other people are two important 
managerial skills that standard training methods often do not cover. But 
some companies believe that there is a training technique that does—the case 
method. The article discusses the four principal variations of this method. 


Selling Today's Seniors—A\Ico Products, Inc., is one company that is able to 
recruit its full quota of college engineering graduates. And it has been 
doing so for the past ten years while other companies have been happy to 
get two thirds of the engineers they need. Does Alco have a magic formula? 
The article examines its recruiting program in detail. 


Labor Leaders View SUB—A\though union presidents are interested in em- 
ployment security, the majority do not favor SUB plans for their own unions. 
Instead they see higher severance pay, a shorter work week and liberalized 
unemployment compensation as more desirable. However, some unions, 
notably the Steelworkers, are making SUB plans a major goal. 


What Companies Pay for Medical Services—pDespite the cost involved, com- 
panies, recognizing the importance of keeping their employees healthy, are 
spending more than ever on their medical programs. The article discusses 
such subjects as total and per employee costs of such programs. 
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It means something to know that our national wage bill was $208.5 
billion in 1955. But it means much more to know that that large figure 
was 65° of our national income, that profits after taxes were 7%... - 


To short-cut this process of measuring measures of national import, particu- 
larly over a long term, The Conference Board has prepared a Technical 
Paper. In it are set forth the multiple relationships of the commonly used 
"national accounts" going back for thirty-five years. These tables are 
actually work sheets that have been developed over a long period of 
years in interpreting these important series... . 


Those who have similar work and bent will be glad of the opportunity 
to have these compilations. The work will be sent only upon request. 


RELATIVE NATIONAL ACCOUNTS 


Technical Paper, No. Four 


